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FOREWORD
The Uniform CPA Examination is prepared by the Board of Examiners of the American Institute of 
Certified Public Accountants and is used by the examining boards of all fifty states of the United 
States, the District of Columbia, Puerto Rico, Guam, and the Virgin Islands as a prerequisite for 
issuance of CPA certificates. This booklet contains the questions and unofficial answers of the May 
1994 Uniform Certified Public Accountant Examination.
Although the questions and unofficial answers may be used for many purposes, the principal reason 
for their publication is to aid candidates in preparing for the examination. Candidates are also 
encouraged to read Information for CPA Candidates, which describes the content, grading, and other 
administrative aspects of the Uniform CPA Examination.
The unofficial answers were prepared by the staff of the Examinations Division and reviewed by the 
Board of Examiners but are not purported to be official positions of the American Institute of 
Certified Public Accountants. Each of the unofficial answers is accompanied by its maximum point 
value assigned by the Board of Examiners for grading purposes.
Rick Elam, Vice President — Education 
American Institute of Certified Public Accountants
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EXAMINATION QUESTION BOOKLET
CANDIDATE NUMBER
Record your 7-digit candidate number in 
the boxes.
 _  
BUSINESS LAW &  PROFESSIONAL RESPONSIBILITIES
May 4 , 1994; 9:00 A.M. to 12:00 NOON
The point values for each question, and estimated time 
allotments based primarily on point value, are as follows:
Point Estimated Minutes
Value Minimum Maximum
No.1 ........ . 60 90 100
No. 2 .............. 10 10 15
No. 3 .............. 10 10 15
No. 4 .............. 10 15 25
No. 5 .............. 10 15 25
Totals ........... 100 140 180
INSTRUCTIONS TO CANDIDATES Failure to follow these instructions may have an adverse effect on your Examination grade.
1. Record your 7-digit candidate number in the 
boxes provided at the upper right-hand comer of 
this page.
2. Question numbers 1, 2, and 3 should be answered 
on the Objective Answer Sheet, which is pages 11 
and 12 of your Examination Answer Booklet. You 
should attempt to answer all objective items. 
There is no penalty for incorrect responses. Since 
the objective items are computer-graded, your 
comments and calculations associated with them 
are not considered. Be certain that you have 
entered your answers on the Objective Answer 
Sheet before the examination time is up. The 
objective portion of your examination will not be 
graded if you fail to record your answers on the 
Objective Answer Sheet. You will not be given 
additional time to record your answers.
3. Question numbers 4 and 5 should be answered 
beginning on page 3 of the Examination An swer 
Booklet. If you have not completed answering a 
question on a page, fill in the appropriate spaces 
in the wording on the bottom of th e  page
"QUESTION NUMBER ___CONTINUES ON
PAGE ___" If you have completed answering a
question, fill in the appropriate space in the 
wording on the bottom of the page "QUESTION
NUMBER___ENDS ON THIS PAGE." Always
begin the start of an answer to a question on the 
top of a new page (which may be the back side of a 
sheet of paper).
4. Record your 7-digit candidate number, state, and 
question number where indicated on pages 3 
through 10 of the Examination Answer Booklet.
5. Although the primary purpose of the examination 
is to test your knowledge and application of the 
subject matter, selected essay responses will be 
graded for writing skills.
6. You are required to turn in by the end of each 
session:
a. Attendance Record Form, front page of 
Examination Answer Booklet,
b. Objective Answer Sheet, pages 11 and 12 of 
Examination Answer Booklet;
c. Remaining Portion of Examination Answer 
Booklet;
d. Examination Question Booklet; and
e. All unused examination materials.
Your examination will not be graded unless the 
above listed items are handed in before leaving 
the examination room.
7. Unless otherwise instructed, if you want your 
Examination Question Booklet mailed to you, 
write your name and address in both places 
indicated on the back cover and place 52 cents 
postage in the space provided. Examination 
Question Booklets will be distributed no sooner 
than the day following the administration of this 
examination.
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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Number 1 (Estimated time—90 to 100 minutes) 
Instructions
Select the best answer for each of the following 
items. Use a No. 2 pencil to blacken the appro­
priate ovals on the Objective Answer Sheet to 
indicate your answers. Mark only one answer 
for each item. Answer all items. Your grade 
will be based on the total number of correct 
answers.
1. Which of the following actions by a CPA most 
likely violates the profession’s ethical standards?
A. Arranging with a financial institution to 
collect notes issued by a client in payment 
of fees due.
B. Compiling the financial statements of a 
client that employed the CPA’s spouse as 
a bookkeeper.
C. Retaining client records after the client 
has demanded their return.
D. Purchasing a segment of an insurance 
company's business that performs actu­
arial services for employee benefit plans.
2. Which of the following statem ents best 
explains why the CPA profession has found it 
essential to promulgate ethical standards and to 
establish means for ensuring their observance?
A. A distinguishing mark of a profession is 
its acceptance of responsibility to the 
public.
B. A requirement for a profession is to 
establish ethical standards that stress 
primary responsibility to clients and col­
leagues.
C. Ethical standards that emphasize excel­
lence in performance over m aterial 
rewards establish a reputation for com­
petence and character.
D. Vigorous enforcement of an established 
code of ethics is the best way to prevent 
unscrupulous acts.
3. Which of the following reports may be issued 
only by an accountant who is independent of a 
client?
A. Standard report on an examination of a 
financial forecast.
B. Report on consulting services.
C. Compilation report on historical financial 
statements.
D. Compilation report on a financial 
projection.
4. According to the profession’s ethical stan­
dards, an auditor would be considered indepen­
dent in which of the following instances?
A. The auditor is the officially appointed 
stock transfer agent of a client.
B. The auditor’s checking account that is 
fully insured by a federal agency, is held 
at a client financial institution.
C. The client owes the auditor fees for more 
than two years prior to the issuance of 
the audit report.
D. The client is the only tenant in a com­
mercial building owned by the auditor.
5. Which of the following services may a CPA 
perform in carrying out a consulting service for a 
client?
I. Analysis of the client's accounting system.
II. Review of the client's prepared business 
plan.
III. Preparation of information for obtaining 
financing.
A. I and II only.
B. I and III only.
C. II and III only.
D. I, II, and III.
6. Nile, CPA, on completing an audit, was asked 
by the client to provide technical assistance in 
implementing a new EDP system. The set of pro­
nouncements designed to guide Nile in this 
engagement is the Statement(s) on
A. Quality Control Standards.
B. Auditing Standards.
C. Standards for Accountants’ EDP Services.
D. Standards for Consulting Services.
7. According to the profession's ethical stan­
dards, a CPA preparing a client's tax return may 
rely on unsupported information furnished by the 
client, without examining underlying informa­
tion, unless the information
A. Is derived from a pass-through entity.
B. Appears to be incomplete on its face.
C. Concerns dividends received.
D. Lists charitable contributions.
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8. Which of the following acts by a CPA will not 
result in a CPA incurring an IRS penalty?
A. Failing, without reasonable cause, to 
provide the client with a copy of an 
income tax return.
B. Failing, without reasonable cause, to 
sign a client’s tax return as preparer.
C. Understating a client’s tax liability as a 
result of an error in calculation.
D. Negotiating a client’s tax refund check 
when the CPA prepared the tax return.
9. If a CPA recklessly departs from the stan­
dards of due care when conducting an audit, the 
CPA will be liable to third parties who are 
unknown to the CPA based on
A. Negligence.
B. Gross negligence.
C. Strict liability.
D. Criminal deceit.
12. Under the Revised Model Business Corpor­
ation Act, which of the following statements is 
correct regarding corporate officers of a public 
corporation?
A. An officer may not simultaneously serve 
as a director.
B. A corporation may be authorized to 
indemnify its officers for liability 
incurred in a suit by stockholders.
C. Stockholders always have the right to 
elect a corporation’s officers.
D. An officer of a corporation is required to 
own at least one share of the corpora­
tion’s stock.
13. Which of the following rights is a holder of a 
public corporation’s cumulative preferred stock 
always entitled to?
A. Conversion of the preferred stock into 
common stock.
B. Voting rights.
C. Dividend carryovers from years in which 
dividends were not paid, to future years.
D. Guaranteed dividends.
10. Which of the following statements is correct 
with respect to ownership, possession, or access 
to a CPA firm’s audit working papers?
A. Working papers may never be obtained 
by third parties unless the client con­
sents.
B. Working papers are not transferable to a 
purchaser of a CPA practice unless the 
client consents.
C. Working papers are subject to the privi­
leged communication rule which, in most 
jurisdictions, prevents any third-party 
access to the working papers.
D. Working papers are the client’s exclusive 
property.
11. Under the Revised Model Business Corpor­
ation Act, which of the following must be con­
tained in a corporation's articles of incorporation?
A. Quorum voting requirements.
B. Names of stockholders.
C. Provisions for issuance of par and non­
par shares.
D. The number of shares the corporation is 
authorized to issue.
14. Under the Revised Model Business Corpor­
ation Act, a merger of two public corporations 
usually requires all of the following except
A. A formal plan of merger.
B. An affirmative vote by the holders of a 
majority of each corporation’s voting 
shares.
C. Receipt of voting stock by all stock­
holders of the original corporations.
D. Approval by the board of directors of 
each corporation.
15. Which of the following is not necessary to 
create an express trust?
A. A successor trustee.
B. A trust corpus.
C. A beneficiary.
D. A valid trust purpose.
16. Which of the following expenditures result­
ing from a trust’s ownership of commercial real 
estate should be allocated to the trust’s principal?
A. Building management fees.
B. Insurance premiums.
C. Sidewalk assessments.
D. Depreciation.
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17. In a written trust containing no specific 
powers, the trustee will have all of the following 
implied powers except
A. Sell trust property.
B. Pay management expenses.
C. Accumulate income.
D. Employ a CPA to prepare tru s t tax 
returns.
18. Which of the following fiduciary duties will a 
trustee violate by borrowing money from the 
trust?
A. Duty of loyalty.
B. Duty to properly account.
C. Duty to safeguard the trust res.
D. Duty to properly manage the trust.
19. An irrevocable testam entary  tru s t was 
created by Park, with Gordon named as trustee. 
The trust provided that the income will be paid to 
Hardy for life with the principal then reverting to 
Park’s estate to be paid to King. The trust will 
automatically end on the death of
A. Park.
B. Gordon.
C. Hardy.
D. King.
20. Which of the following events will terminate 
an irrevocable spendthrift trust established for a 
period of five years?
A. Grantor dies.
B. Income beneficiaries die.
C. Grantor decides to terminate the trust.
D. Income beneficiaries agree to the trust’s 
termination.
22. A homestead exemption ordinarily could 
exempt a debtor’s equity in certain property from 
post-judgment collection by a creditor. To which of 
the following creditors will this exemption apply?
Valid home Valid IRS
mortgage lien Tax lien
A. Yes Yes
B. Yes No
C. No Yes
D. No No
23. Which of the following methods will allow a 
creditor to collect money from a debtor's wages?
A. Arrest.
B. Mechanic’s lien.
C. Order of receivership.
D. Writ of garnishment.
24. A party contracts to guaranty the collection 
of the debts of another. As a resu lt of the 
guaranty, which of the following statements is 
correct?
A. The creditor may proceed against the 
guarantor without attempting to collect 
from the debtor.
B. The guaranty must be in writing.
C. The guarantor may use any defenses 
available to the debtor.
D. The creditor must be notified of the 
debtor’s default by the guarantor.
21. A debtor may attempt to conceal or transfer 
property to prevent a creditor from satisfying a 
judgment. Which of the following actions will be 
considered an indication of fraudulent con­
veyance?
25. Which of the following events will release a 
noncompensated surety from liability?
A. Release of the principal debtor’s obliga­
tion by the creditor but with the reserva­
tion of the creditor’s rights against the 
surety.
4
Debtor 
remaining in 
possession after 
conveyance
A. Yes
B. No
C. Yes
D. Yes
Secret
conveyance
Yes
Yes
Yes
No
Debtor retains an 
equitable benefit 
in the property 
conveyed
Yes
Yes
No
Yes
B. Modification by the principal debtor and 
creditor of their contract that materially 
increases the surety’s risk of loss.
C. Filing of an involuntary petition in bank­
ruptcy against the principal debtor.
D. Insanity of the principal debtor at the 
time the contract was entered into with 
the creditor.
Business haw & Professional Responsibilities
26. Syl Corp. does not withhold FICA taxes from 
its employees’ compensation. Syl voluntarily pays 
the entire FICA tax for its share and the amounts 
that it could have withheld from the employees. 
The employees’ share of FICA taxes paid by Syl 
to the IRS is
A. Deductible by Syl as additional compen­
sation that is includible in the employees' 
taxable income.
B. Not deductible by Syl because it does not 
meet the deductibility requirement as an 
ordinary and necessary business 
expense.
C. A nontaxable gift to each employee, pro­
vided th a t the amount is less than  
$1,000 annually to each employee.
D. Subject to prescribed penalties imposed 
on Syl for its failure to withhold required 
pay roll taxes.
27. Which of the following statements is correct 
regarding the scope and provisions of the 
Occupational Safety and Health Act (OSHA)?
A. OSHA requires employers to provide 
employees a workplace free from risk.
B. OSHA prohibits an employer from dis­
charging an employee for revealing 
OSHA violations.
C. OSHA may inspect a workplace at any 
time regardless of employer objection.
D. OSHA preempts state  regulation of 
workplace safety.
28. Under Title VII of the 1964 Civil Rights Act, 
which of the following forms of discrimination is 
not prohibited?
A. Sex.
B. Age.
C. Race.
D. Religion.
29. Which of the following statements is correct 
under the Federal Fair Labor Standards Act?
A. Some workers may be included within 
the minimum wage provisions but 
exempt from the overtime provisions.
B. Some workers may be included within 
the overtime provisions but exempt from 
the minimum wage provisions.
C. All workers are required to be included 
within both the minimum wage provi­
sions and the overtime provisions.
D. Possible exemptions from the minimum 
wage provisions and the overtime provi­
sions must be determined by the union 
contract in effect at the time.
30. Under the Federal Consolidated Budget 
Reconciliation Act of 1985 (COBRA), when an 
employee voluntarily resigns from a job, the for­
mer employee’s group health insurance coverage 
that was in effect during the period of employ­
ment with the company
A. Automatically ceases for the former 
employee and spouse, if the resignation 
occurred before normal retirement age.
B. Automatically ceases for the former 
employee’s spouse, but continues for the 
former employee for an 18-month period 
at the former employer’s expense.
C. May be retained by the former employee 
at the former employee's expense for at 
least 18 months after leaving the 
company, but must be terminated for the 
former employee’s spouse.
D. May be retained for the former employee 
and spouse at the former employee’s 
expense for at least 18 months after leav­
ing the company.
31. Which of the following statements concerning 
the prospectus required by the Securities Act of 
1933 is correct?
A. The prospectus is a part of the registra­
tion statement.
B. The prospectus should enable the SEC to 
pass on the merits of the securities.
C. The prospectus must be filed after an 
offer to sell.
D. The prospectus is prohibited from being 
distributed to the public until the SEC 
approves the accuracy of the facts 
embodied therein.
32. A preliminary prospectus, permitted under 
SEC Regulations, is known as the
A. Unaudited prospectus.
B. Qualified prospectus.
C. “Blue-sky” prospectus.
D. “Red-herring” prospectus.
33. A tombstone advertisement
A. May be substituted for the prospectus 
under certain circumstances.
B. May contain an offer to sell securities.
C. Notifies prospective investors that a pre­
viously-offered security has been with­
drawn from the market and is therefore 
effectively “dead.”
D. Makes known the availability of a 
prospectus.
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34. Which of the following factors, by itself, 
requires a corporation to comply with the report­
ing requirements of the Securities Exchange Act 
of 1934?
A. Six hundred employees.
B. Shares listed on a national securities 
exchange.
C. Total assets of $2 million.
D. Four hundred holders of equity securities.
35. Which of the following events must be report­
ed to the SEC under the reporting provisions of 
the Securities Exchange Act of 1934?
Tender
offers
Insider
trading
Soliciting
proxies
A. Yes Yes Yes
B. Yes Yes No
C. Yes No Yes
D. No Yes Yes
36. Under the Securities Act of 1933, which of 
the following statements is correct concerning a 
public issuer of securities who has made a regis­
tered offering?
A. The issuer is required to distribute an 
annual report to its stockholders.
B. The issuer is subject to the proxy rules of 
the SEC.
C. The issuer must file an annual report 
(Form 10-K) with the SEC.
D. The issuer is not required to file a quar­
terly report (Form 10-Q) with the SEC, 
unless a material event occurs.
39. If securities are exempt from the registration 
provisions of the Securities Act of 1933, any fraud 
committed in the course of selling such securities 
can be challenged by
SEC Person defrauded
A. Yes Yes
B. Yes No
C. No Yes
D. No No
40. Under Regulation D of the Securities Act of 
1933, which of the following conditions apply to 
private placement offerings? The securities
A. Cannot be sold for longer than a six 
month period.
B. Cannot be the subject of an immediate 
unregistered reoffering to the public.
C. Must be sold to accredited institutional 
investors.
D. Must be sold to fewer than 20 non- 
accredited investors.
41. Under the UCC Sales Article, which of the 
following conditions will prevent the formation of 
an enforceable sale of goods contract?
A. Open price.
B. Open delivery.
C. Open quantity.
D. Open acceptance.
37. Which of the following transactions will be 
exempt from the full registration requirements of 
the Securities Act of 1933?
A. All intrastate offerings.
B. All offerings made under Regulation A.
C. Any resale of a security purchased under 
a Regulation D offering.
D. Any stockbroker transaction.
38. Under the Securities Exchange Act of 1934, 
which of the following types of instruments is 
excluded from the definition of “securities"?
A. Investment contracts.
B. Convertible debentures.
C. Nonconvertible debentures.
D. Certificates of deposit.
42. Under the UCC Sales Article, which of the 
following statements is correct concerning a con­
tract involving a merchant seller and a non-mer­
chant buyer?
A. Whether the UCC Sales Article is applic­
able does not depend on the price of the 
goods involved.
B. Only the seller is obligated to perform 
the contract in good faith.
C. The contract will be either a sale or 
return or sale on approval contract.
D. The contract may not involve the sale of 
personal property with a price of more 
than $500.
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43. Vick bought a used boat from Ocean Marina 
that disclaimed “any and all warranties” in con­
nection with the sale. Ocean was unaware the 
boat had been stolen from Kidd. Vick surrendered 
it to Kidd when confronted with proof of the theft. 
Vick sued Ocean. Who is likely to prevail and 
why?
A. Vick, because the implied warranty of 
title has been breached.
B. Vick, because a merchant cannot dis­
claim implied warranties.
C. Ocean, because of the disclaimer of war­
ranties.
D. Ocean, because Vick surrendered the 
boat to Kidd.
44. Larch Corp. manufactured and sold Oak a 
stove. The sale documents included a disclaimer 
of warranty for personal injury. The stove was 
defective. It exploded causing serious injuries to 
Oak’s spouse. Larch was notified one week after 
the explosion. Under the UCC Sales Article, 
which of the following statements concerning 
Larch’s liability for personal injury to Oak’s 
spouse would be correct?
A. Larch cannot be liable because of a lack 
of privity with Oak’s spouse.
B. Larch will not be liable because of a fail­
ure to give proper notice.
C. Larch will be liable because the dis­
claimer was n o t a disclaimer of all 
liability.
D. Larch will be liable because liability for 
personal injury  cannot be disclaimed.
45. Quick Corp. agreed to purchase 200 typewrit­
ers from Union Suppliers, Inc. Union is a whole­
saler of appliances and Quick is an appliance 
retailer. The contract required Union to ship the 
typewriters to Quick by common carrier, “F.O.B. 
Union Suppliers, Inc. Loading Dock.” Which of 
the parties bears the risk of loss during ship­
ment?
A. Union, because the risk of loss passes 
only when Quick receives the typewriters.
B. Union, because both parties are mer­
chants.
C. Quick, because title to the typewriters 
passed to Quick at the time of shipment.
D. Quick, because the risk of loss passes 
when the typewriters are delivered to 
the carrier.
46. Webstar Corp. orally agreed to sell Northco, 
Inc. a computer for $20,000. Northco sent a 
signed purchase order to Webstar confirming the 
agreement. Webstar received the purchase order 
and did not respond. Webstar refused to deliver 
the computer to Northco, claiming that the pur­
chase order did not satisfy the UCC Statute of 
Frauds because it was not signed by Webstar. 
Northco sells computers to the general public and 
Webstar is a computer wholesaler. Under the 
UCC Sales Article, Webstar’s position is
A. Incorrect because it failed to object to 
Northco’s purchaser order.
B. Incorrect because only the buyer in a 
sale-of-goods transaction must sign the 
contract.
C. Correct because it was the party against 
whom enforcement of the contract is 
being sought.
D. Correct because the purchase price of the 
computer exceeded $500.
47. Under the UCC Sales Article, which of the 
following legal remedies would a buyer not have 
when a seller fails to transfer and deliver goods 
identified to the contract?
A. Suit for specific performance.
B. Suit for punitive damages.
C. Purchase substitute goods (cover).
D. Recover the identified goods (capture).
48. Under the UCC Secured Transactions 
Article, which of the following events will always 
prevent a security interest from attaching?
A. Failure to have a written security agree­
ment.
B. Failure of the creditor to have possession 
of the collateral.
C. Failure of the debtor to have rights in 
the collateral.
D. Failure of the creditor to give present 
consideration for the security interest.
49.  Under the UCC Secured Transactions 
Article, which of the following after-acquired 
property may be attached to a security agreement 
given to a secured lender?
Inventory Equipment
A. Yes Yes
B. Yes No
C. No Yes
D. No No
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50. Under the UCC Secured Transactions 
Article, which of the following actions will best 
perfect a security interest in a negotiable instru­
ment against any other party?
A. Filing a security agreement.
B. Taking possession of the instrument.
C. Perfecting by attachment.
D. Obtaining a duly executed financing 
statement.
51. Under the UCC Secured Transactions 
Article, perfection of a security interest by a cred­
itor provides added protection against other par­
ties in the event the debtor does not pay its debts. 
Which of the following parties is not affected by 
perfection of a security interest?
A. Other prospective creditors of the debtor.
B. The trustee in a bankruptcy case.
C. A buyer in the ordinary course of business.
D. A subsequent personal injury judgment 
creditor.
53. Larkin is a wholesaler of computers. Larkin 
sold 40 computers to Elk Appliance for $80,000. 
Elk paid $20,000 down and signed a promissory 
note for the balance. Elk also executed a security 
agreement giving Larkin a security interest in 
Elk’s inventory, including the computers. Larkin 
perfected its security interest by properly filing a 
financing statement in the state of Whiteacre. 
Six months later, Elk moved its business to the 
state of Blackacre, taking the computers. On 
arriving in Blackacre, Elk secured a loan from 
Quarry Bank and signed a security agreement 
putting up all inventory (including the comput­
ers) as collateral. Quarry perfected its security 
interest by properly filing a financing statement 
in the state of Blackacre. Two months after arriv­
ing in Blackacre, Elk went into default on both 
debts. Which of the following statements is cor­
rect?
A. Quarry’s security interest is superior 
because Larkin’s time to file a financing 
statement in Blackacre had expired prior 
to Quarry’s filing.
B. Quarry’s security interest is superior 
because Quarry had no actual notice of 
Larkin’s security interest.
C. Larkin’s security interest is superior 
even though at the time of Elk’s default 
Larkin had not perfected its security 
interest in the state of Blackacre.
D. Larkin’s security interest is superior pro­
vided it repossesses the computers before 
Quarry does.
52. Under the UCC Secured Transactions 
Article, what is the order of priority for the fol­
lowing security interests in store equipment?
I. Security in terest perfected by filing on 
April 15, 1994.
II. Security interest attached on April 1, 1994.
III. Purchase money security interest attached 
April 11, 1994 and perfected by filing on 
April 20, 1994.
A. I, III, II.
B. II, I, III.
C. III, I, II.
D. III, II, I.
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Items 54 and 55 are based on the following:
Drew bought a computer for personal use from 
Hale Corp. for $3,000. Drew paid $2,000 in cash 
and signed a security agreement for the balance. 
Hale properly filed the security agreement. Drew 
defaulted in paying the balance of the purchase 
price. Hale asked Drew to pay the balance. When 
Drew refused, Hale peacefully repossessed the 
computer.
54. Under the UCC Secured Transactions 
Article, which of the following remedies will Hale 
have?
A. Obtain a deficiency judgment against 
Drew for the amount owed.
B. Sell the computer and retain any surplus 
over the amount owed.
C. Retain the computer over Drew’s objection.
D. Sell the computer without notifying 
Drew.
55. Under the UCC Secured Transactions 
Article, which of the following rights will Drew 
have?
Redeem the computer after Hale sells it. 
Recover the sale price from Hale after 
Hale sells the computer.
Force Hale to sell the computer.
Prevent Hale from selling the computer.
A.
B.
C.
D.
56. Court, Fell, and Miles own a parcel of land as 
joint tenants with right of survivorship. Court’s 
interest was sold to Plank. As a result of the sale 
from Court to Plank,
A. Fell, Miles, and Plank each own one- 
third of the land as joint tenants.
B. Fell and Miles each own one-third of the 
land as tenants in common.
C. Plank owns one-third of the land as a 
tenant in common.
D. Plank owns one-third of the land as a 
joint tenant.
57. Which of the following is a defect in market­
able title to real property?
A. Recorded zoning restrictions.
B. Recorded easements referred to in the 
contract of sale.
C. Unrecorded lawsuit for negligence 
against the seller.
D. Unrecorded easement.
58. Which of the following conditions must be 
met to have an enforceable mortgage?
A. An accurate description of the property 
must be included in the mortgage.
B. A negotiable promissory note must 
accompany the mortgage.
C. Present consideration must be given in 
exchange for the mortgage.
D. The amount of the debt and the interest 
rate must be stated in the mortgage.
59. Which of the following remedies is available 
against a real property owner to enforce the pro­
visions of federal acts regulating air and water 
pollution?
Citizen suits 
against the 
Environmental
Protection Agency State Citizen
to enforce suits suits
compliance with against against
the laws violators violators
A. Yes Yes Yes
B. Yes Yes No
C. No Yes Yes
D. Yes No Yes
60. Which of the following requirements must be 
met to create a bailment?
I. Delivery of personal property to the intended 
bailee.
II. Possession by the intended bailee.
III. An absolute duty on the intended bailee to 
return or dispose of the property according to 
the bailor's directions.
A. I and II only.
B. I and III only.
C. II and III only.
D. I, II, and III.
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Number 2 (Estimated time—10 to 15 minutes)
Question Number 2 consists of 2 parts. Each part consists of 6 items. Select the best answer for each 
item. Use a No. 2 pencil to blacken the appropriate ovals on the Objective Answer Sheet to indicate your 
answers. Answer all items. Your grade will be based on the total number of correct answers.
A. Items 61 through 66 are based on the following:
Under Section 11 of the Securities Act of 1933 and Section 10(b), Rule 10b-5 of the Securities Exchange 
Act of 1934, a CPA may be sued by a purchaser of registered securities.
Required:
Items 61 through 66 relate to what a plaintiff who purchased securities must prove in a civil liabil­
ity suit against a CPA. For each item determine whether the statement must be proven under Section 11 
of the Securities Act of 1933, under Section 10(b), Rule 10b-5, of the Securities Exchange Act of 1934, 
both Acts, or neither Act, and blacken the corresponding oval on the Objective Answer Sheet.
• If the item must be proven only under Section 11 of the Securities Act of 1933, blacken A  on the 
Objective Answer Sheet.
• If the item must be proven only under Section 10(b), Rule 10b-5, of the Securities Exchange Act of 
1934, blacken B  on the Objective Answer Sheet.
• If the item must be proven under both Acts, blacken C  on the Objective Answer Sheet.
• If the item must be proven under neither of the Acts, blacken D  on the Objective Answer Sheet.
Only Section 11 Only Section 10(b) Both Neither
The plaintiff security purchaser must 
allege or prove:
61. Material misstatements were included 
in a filed document.
62. A monetary loss occurred.
63. Lack of due diligence by the CPA.
64. Privity with the CPA.
65. Reliance on the document.
66. The CPA had scienter.
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Number 2 (continued)
B. Items 67 through 72 are based on the following:
On May 1, 1994, Able Corp. was petitioned involuntarily into bankruptcy under the provisions of 
Chapter 7 of the Federal Bankruptcy Code.
When the petition was filed, Able had the following unsecured creditors:
Creditor
Cole
Lake
Young
Thom
Amount owed
$5,000
2,000
1,500
1,000
The following transactions occurred before the bankruptcy petition was filed:
• On January 15, 1994, Able paid Vista Bank the $1,000 balance due on an unsecured business loan.
• On February 28, 1994, Able paid $1,000 to Owen, an officer of Able, who had lent Able money.
• On March 1, 1994, Able bought a computer for use in its business from Core Computer Co. for $2,000 
cash.
Required:
Items 67 through 69 refer to the bankruptcy filing. For each item, determine whether the state­
ment is True T  or False F  and blacken the corresponding oval on the Objective Answer Sheet.
67. Able can file a voluntary petition for bankruptcy if it is solvent.
68. Lake, Young, and Thorn can file a valid involuntary petition.
69. Cole alone can file a valid involuntary petition.
Items 70 through 72 refer to the transactions that occurred before the filing of the involuntary 
bankruptcy petition. Assuming the bankruptcy petition was validly filed, for each item determine 
whether the statement is True T  or False F  and blacken the corresponding oval on the Objective 
Answer Sheet.
70. The payment to Vista Bank would be set aside as a preferential transfer.
71. The payment to Owen would be set aside as a preferential transfer.
72. The purchase from Core Computer Co. would be set aside as a preferential transfer.
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Number 3 (Estimated time—10 to 15 minutes)
Question Number 3 consists of 2 parts. Each part consists of 6 items. Select the best answer for each 
item. Use a No. 2 pencil to blacken the appropriate oval on the Objective Answer Sheet to indicate your 
answers. Answer all items. Your grade will be based on the total number of correct answers.
A. Items 73 through 78 are based on the following documents:
Document I (face) Document I (back)
April 1, 1994 Mark Eden
On demand, the undersigned promises to pay to the order of Pay Joyce Noon
Harold Storm
MARK EDEN
Three Thousand Two Hundred and no/100 ($3,300.00)... dollars
Alice Long
Alice Long
Document II (face) Document II (back)
April 15, 1994
On May 1, 1994, or sooner, pay to the order of
EDWARD THARP
Two Thousand and NO/100 ($2,000.00)...
To: Henry Gage Patricia Rite
100 East Way Patricia Rite
Capital City, ND
Edward Tharp
N ancy Ferry 
without recourse
Ann Archer
Required:
Items 73 through 78 relate to the nature and negotiability of the above documents and the nature 
of several of the endorsements. For each item select from List A the response that best completes that 
statement and blacken the corresponding oval on the Objective Answer Sheet. A response may be selected 
more than once.
List A
73. Document I is a (type of instrument)
74. Document II is a (type of instrument)
75. Document I is (negotiability)
76. Document II is (negotiability)
77. The endorsement by Mark Eden is (type of endorsement)
78. The endorsement by Nancy Ferry is (type of endorsement)
A. Blank
B. Check
C. Draft
D. Negotiable
E. Nonnegotiable
F. Promissory Note
G. Qualified
H. Special
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Number 3 (continued)
B. Items 79 through 84 are based on the following:
On January 12, 1994, Frank, Inc. contracted in writing to purchase a factory building from Henderson 
for $250,000 cash. Closing took place on March 15, 1994. Henderson had purchased the building in 1990 
for $225,000 and had, at that time, taken out a $180,000 fire insurance policy with Summit Insurance Co.
On January 15, 1994, Frank took out a $140,000 fire insurance policy with Unity Insurance Co. and 
a $70,000 fire insurance policy with Imperial Insurance, Inc.
On March 16, 1994, a fire caused $150,000 damage to the building. At that time the building had a 
market value of $250,000. All fire insurance policies contain a standard 80% coinsurance clause. The 
insurance carriers have refused any payment to Frank or Henderson alleging lack of insurable interest 
and insufficient coverage. Frank and Henderson have sued to collect on the policies.
Required:
Items 79 through 84 relate to the suits by Frank and Henderson. For each item, determine 
whether the statement is True T  or False F  and blacken the corresponding oval on the Objective 
Answer Sheet.
79. Frank had an insurable interest at the time the Unity and Imperial policies were taken out.
80. Henderson had an insurable interest at the time of the fire.
81. Assuming Frank had an insurable interest, Frank's coverage would be insufficient under the Unity and 
Imperial coinsurance clauses.
82. Assuming Henderson had an insurable interest, Henderson's coverage would be insufficient under 
the Summit coinsurance clause.
83. Assuming only Frank had an insurable interest, Frank will recover $100,000 from Unity and 
$50,000 from Imperial.
84. Assuming only Henderson had an insurable interest, Henderson will recover $135,000 from Summit.
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Number 4 (Estimated time—15 to 25 minutes)
Best Aviation Associates is a general partnership 
engaged in the business of buying, selling and 
servicing used airplanes. Best’s original partners 
were Martin and Kent. They formed the partner­
ship on January 1, 1992, under an oral partner­
ship agreement which provided that the partners 
would share profits equally. There was no agree­
ment as to how the partners would share losses. 
At the time the partnership was formed, Martin 
contributed $320,000 and Kent contributed 
$80,000.
On December 1, 1993, Best hired Baker to be 
a salesperson and to assist in purchasing used 
aircraft for Best’s inventory. On December 15, 
1993, Martin instructed Baker to negotiate the 
purchase of a used airplane from Jackson without 
disclosing that Baker was acting on Best’s behalf. 
Martin thought that a better price could be nego­
tiated by Baker if Jackson was not aware that the 
aircraft was being acquired for Best. Baker con­
tracted with Jackson without disclosing that the 
airplane was being purchased for Best. The 
agreement provided that Jackson would deliver 
the airplane to Baker on January 2, 1994, at 
which time the purchase price was to be paid. On 
January 2, 1994, Jackson attempted to deliver 
the used airplane purchased for Best by Baker. 
Baker, acting on Martin's instructions, refused to 
accept delivery or pay the purchase price.
On December 20, 1993, Kent assigned Kent’s 
partnership in terest in Best to Green. On 
December 31, 1993, Kent advised Martin of the 
assignment to Green. On January 11, 1994, 
Green contacted* M artin and demanded to 
inspect the partnership books and to participate 
in the management of partnership affairs, includ­
ing voting on partnership decisions.
On January 13, 1994, it was determined that 
Best had incurred an operating loss of $160,000 
in 1993. Martin demanded that Kent contribute 
$80,000 to the partnership to account for Kent’s 
share of the loss. Kent refused to contribute.
On January 28, 1994,** Laco Supplies, Inc., 
a creditor of Best, sued Best and Martin for 
unpaid bills totalling $92,000. Best had not paid 
the bills because of a cash shortfall caused by the 
1993 operating loss.
Jackson has taken the following position;
• Baker is responsible for any damages 
incurred by Jackson as a result of Best's 
refusal to accept delivery or pay the purchase 
price.
Martin has taken the following positions:
• Green is not entitled to inspect the partner­
ship books or participate in the management 
of the partnership.
• Only the partnership is liable for the 
amounts owed to Laco, or, in the alternative, 
Martin’s personal liability is limited to 50% 
of the total of the unpaid bills.
Kent has taken the following positions:
• Only Martin is liable for the 1993 operating 
loss because of the assignment to Green of 
Kent’s partnership interest.
• Any personal liability of the partners for the 
1993 operating loss should be allocated 
between them on the basis of their original 
capital contributions.
Required:
a. Determine whether Jackson’s position is 
correct and state the reasons for your conclusions.
b. Determine whether Martin’s positions are 
correct and state the reasons for your conclusions.
c. Determine whether Kent’s positions are 
correct and state the reasons for your conclusions.
*Originally misprinted as contracted. 
**Originally misprinted as 1993.
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Number 5 (Estimated time—15 to 25 minutes)
Suburban Properties, Inc. owns and manages sev­
eral shopping centers.
On May 4, 1993, Suburban received from 
Bridge Hardware, Inc., one of its tenants, a 
signed letter proposing that the existing lease 
between Suburban and Bridge be modified to pro­
vide that certain utility costs be equally shared 
by Bridge and Suburban, effective June 1, 1993. 
Under the terms of the original lease, Bridge was 
obligated to pay all utility costs. On May 5, 1993, 
Suburban sent Bridge a signed letter agreeing to 
share the utility costs as proposed. Suburban 
later changed its opinion and refused to share in 
the utility costs.
On June 4, 1993, Suburban received from 
Dart Associates, Inc. a signed offer to purchase 
one of the shopping centers owned by Suburban. 
The offer provided as follows: a price of $9,250,000; 
it would not be withdrawn before July 1, 1993; 
and an acceptance must be received by Dart to be 
effective. On June 9, 1993, Suburban mailed Dart 
a signed acceptance. On June 10, before Dart had 
received Suburban’s acceptance, Dart telephoned 
Suburban and withdrew its offer. Suburban’s 
acceptance was received by Dart on June 12, 
1993.
On June 22, 1993, one of Suburban’s shop­
ping centers was damaged by a fire, which started 
when the center was struck by lightning. As a 
result of the fire, one of the tenants in the shop­
ping center, World Popcorn Corp., was forced to 
close its business and will be unable to reopen 
until the damage is repaired. World sued 
Suburban claiming that Suburban is liable for 
World’s losses resulting from the fire. The lease 
between Suburban and World is silent in this 
regard.
Suburban has taken the following positions:
• Suburban’s May 5, 1993,* agreement to 
share equally the utility costs with Bridge is 
not binding on Suburban.
• Dart could not properly revoke its June 4 
offer and must purchase the shopping center.
• Suburban is not liable to World for World’s 
losses resulting from the fire.
Required:
In separate paragraphs, determine whether 
Suburban’s positions are correct and state the 
reasons for your conclusions.
*Originally misprinted as 1994.
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Number 1 (Estimated time — 140 to 150 minutes) 
Instructions
Select the best answer for each of the following 
items. Use a No. 2 pencil to blacken the appropri­
ate ovals on the Objective Answer Sheet to indi­
cate your answers. Mark only one answer for 
each item. Answer all items. Your grade will 
be based on the total number of correct answers.
1. Before accepting an audit engagement, a suc­
cessor auditor should make specific inquiries of the 
predecessor auditor regarding the predecessor’s
A. Opinion of any subsequent events 
occurring since the predecessor’s audit 
report was issued.
B. Understanding as to the reasons for the 
change of auditors.
C. Awareness of the consistency in the 
application of GAAP between periods.
D. Evaluation of all matters of continuing 
accounting significance.
2. Which of the following factors most likely 
would cause an auditor not to accept a new audit 
engagement?
A. An inadequate understanding of the 
entity’s internal control structure.
B. The close proximity to the end of the 
entity’s fiscal year.
C. Concluding tha t the en tity ’s man­
agement probably lacks integrity.
D. An inability to perform preliminary 
analytical procedures before assessing 
control risk.
4. An auditor obtains knowledge about a new 
client’s business and its industry to
A. Make constructive suggestions concern­
ing improvements to the client’s internal 
control structure.
B. Develop an attitude of professional skep­
ticism concerning management’s finan­
cial statement assertions.
C. Evaluate whether the aggregation of 
known misstatements causes the finan­
cial statements taken as a whole to be 
materially misstated.
D. Understand the events and transactions 
that may have an effect on the client’s 
financial statements.
5. The objective of performing analytical proce­
dures in planning an audit is to identify the exis­
tence of
A. Unusual transactions and events.
B. Illegal acts that went undetected be­
cause of internal control weaknesses.
C. Related party transactions.
D. Recorded transactions that were not 
properly authorized.
6. Jones, CPA, is auditing the financial state­
ments of XYZ Retailing, Inc. What assurance 
does Jones provide that direct effect illegal acts 
that are material to XYZ's financial statements, 
and illegal acts that have a material, but indirect 
effect on the financial statem ents will be 
detected?
Direct effect 
illegal acts
Indirect effect 
illegal acts
A. Reasonable None
B. Reasonable Reasonable
C. Limited None
D. Limited Reasonable
3. The audit work performed by each assistant 
should be reviewed to determine whether it was 
adequately performed and to evaluate whether 
the
A. Auditor’s system of quality control has 
been maintained at a high level.
B. Results are consistent with the conclu­
sions to be presented in the auditor’s 
report.
C. Audit procedures performed are 
approved in the professional standards.
D. Audit has been performed by persons 
having adequate technical training and 
proficiency as auditors.
7. An auditor concludes that a client has com­
mitted an illegal act that has not been properly 
accounted for or disclosed. The auditor should 
withdraw from the engagement if the
A. Auditor is precluded from obtaining suf­
ficient competent evidence about the ille­
gal act.
B. Illegal act has an effect on the financial 
statements that is both material and 
direct.
C. Auditor cannot reasonably estimate the 
effect of the illegal act on the financial 
statements.
D. Client refuses to accept the auditor’s 
report as modified for the illegal act.
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8. In designing written audit programs, an 
auditor should establish specific audit objectives 
that relate primarily to the
A. Timing of audit procedures.
B. Cost-benefit of gathering evidence.
C. Selected audit techniques.
D. Financial statement assertions.
9. North Co., a privately-held entity, asked its 
tax accountant, King, a CPA in public practice, to 
generate North’s interim financial statements on 
King’s microcomputer when King prepared 
North’s quarterly tax return. King should not 
submit these financial statem ents to North 
unless, as a minimum, King complies with the 
provisions of
A. Statements on Standards for Accounting 
and Review Services.
B. Statements on Standards for Unaudited 
Financial Services.
C. Statements on Standards for Consulting 
Services.
D. Statements on Standards for Attestation 
Engagements.
10. Which of the following is a conceptual differ­
ence between the attestation standards and gen­
erally accepted auditing standards?
A. The attestation standards provide a 
framework for the attest function beyond 
historical financial statements.
B. The requirement that the practitioner be 
independent in mental attitude is omit­
ted from the attestation standards.
C. The attestation standards do not permit 
an attest engagement to be part of a 
business acquisition study or a feasibility 
study.
D. None of the standards of fieldwork in 
generally accepted auditing standards 
are included in the attestation stan­
dards.
11. Because of the risk of material misstatement, 
an audit of financial statements in accordance 
with generally accepted auditing standards 
should be planned and performed with an atti­
tude of
A. Objective judgment.
B. Independent integrity.
C. Professional skepticism.
D. Impartial conservatism.
12. Davis, CPA, accepted an engagement to audit 
the financial statements of Tech Resources, a 
nonpublic entity. Before the completion of the 
aud it, Tech requested Davis to change the 
engagement to a compilation of financial state­
ments. Before Davis agrees to change the engage­
ment, Davis is required to consider the
Additional audit Reason given
effort necessary to for
complete the audit Tech’s request
A. No No
B. Yes Yes
C. Yes No
D. No Yes
13. Smith, CPA, has been asked to issue a review 
report on the balance sheet of Cone Company, a 
nonpublic entity, and not on the other related 
financial statements. Smith may do so only if
A. Smith compiles and reports on the 
related statements of income, retained 
earnings, and cash flows.
B. Smith is not aware of any material mod­
ifications needed for the balance sheet to 
conform with GAAP.
C. The scope of Smith’s inquiry and analyti­
cal procedures is not restricted.
D. Cone is a new client and Smith accepts 
the engagement after the end of Cone’s 
fiscal year.
14. Accepting an engagement to examine an 
entity’s financial projection most likely would be 
appropriate if the projection were to be dis­
tributed to
A. All employees who work for the entity.
B. Potential stockholders who request a 
prospectus or a registration statement.
C. A bank with which the entity is negotiat­
ing for a loan.
D. All stockholders of record as of the report 
date.
15. Which of the following is an element of a 
CPA firm’s quality control system that should be 
considered in establishing its quality control poli­
cies and procedures?
A. Complying with laws and regulations.
B. Using statistical sampling techniques.
C. Assigning personnel to engagements.
D. Considering audit risk and materiality.
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16. Which of the following statements most likely 
represents a disadvantage for an entity that 
keeps microcomputer-prepared data files rather 
than manually prepared files?
A. Attention is focused on the accuracy of 
the programming process rather than 
errors in individual transactions.
B. It is usually easier for unauthorized per­
sons to access and alter the files.
C. Random error associated with processing 
similar transactions in different ways is 
usually greater.
D. It is usually more difficult to compare 
recorded accountability with physical 
count of assets.
17. For which of the following audit tests would 
an auditor most likely use attribute sampling?
A. Making an independent estimate of the 
amount of a LIFO inventory.
B. Examining invoices in support of the val­
uation of fixed asset additions.
C. Selecting accounts receivable for confir­
mation of account balances.
D. Inspecting employee time cards for proper 
approval by supervisors.
18. An auditor’s flowchart of a client’s accounting 
system is a diagrammatic representation that 
depicts the auditor’s
A. Assessment of control risk.
B. Identification of weaknesses in the 
system.
C. Assessment of the control environment’s 
effectiveness.
D. Understanding of the system.
19. Management’s attitude toward aggressive 
financial reporting and its emphasis on meeting 
projected profit goals most likely would signifi­
cantly influence an entity’s control environment 
when
A. The audit committee is active in oversee­
ing the entity’s financial reporting poli­
cies.
B. External policies established by parties 
outside the entity affect its accounting 
practices.
C. Management is dominated by one indi­
vidual who is also a shareholder.
D. Internal auditors have direct access to 
the board of directors and entity man­
agement.
20. An auditor should obtain sufficient knowl­
edge of an entity’s accounting system to under­
stand the
A. Safeguards used to limit access to com­
puter facilities.
B. Process used to prepare significant 
accounting estimates.
C. Procedures used to assure proper autho­
rization of transactions.
D. Policies used to detect the concealment of 
irregularities.
21. When obtaining an understanding of an entity's 
internal control procedures, an auditor should 
concentrate on the substance of the procedures 
rather than their form because
A. The procedures may be operating effec­
tively but may not be documented.
B. Management may establish appropriate 
procedures but not enforce compliance 
with them.
C. The procedures may be so inappropriate 
that no reliance is contemplated by the 
auditor.
D. Management may implement procedures 
whose costs exceed their benefits.
22. Which of the following most likely would not 
be considered an inherent limitation of the poten­
tial effectiveness of an entity’s internal control 
structure?
A, Incompatible duties.
B. Management override.
C. Mistakes in judgment.
D. Collusion among employees.
23. When an auditor increases the assessed level 
of control risk because certain control procedures 
were determined to be ineffective, the auditor 
would most likely increase the
A. Extent of tests of controls.
B. Level of detection risk.
C. Extent of tests of details.
D. Level of inherent risk.
24. An auditor uses the assessed level of control 
risk to
A. Evaluate the effectiveness of the entity’s 
internal control policies and procedures.
B. Identify transactions and account balances 
where inherent risk is at the maximum.
C. Indicate whether materiality thresholds 
for planning and evaluation purposes are 
sufficiently high.
D. Determine the acceptable level of detec­
tion risk for financial statement asser­
tions.
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25. After obtaining an understanding of the 
internal control structure and assessing control 
risk, an auditor decided not to perform additional 
tests of controls. The auditor most likely concluded 
that the
A. Additional evidence to support a further 
reduction in control risk was not cost- 
beneficial to obtain.
B. Assessed level of inherent risk exceeded 
the assessed level of control risk.
C. Internal control structure was properly 
designed and justifiably may be relied 
on.
D. Evidence obtainable through tests of con­
trols would not support an increased 
level of control risk.
28. Which of the following internal control proce­
dures most likely would assure that all billed 
sales are correctly posted to the accounts receiv­
able ledger?
A. Daily sales summaries are compared to 
daily postings to the accounts receivable 
ledger.
B. Each sales invoice is supported by a 
prenumbered shipping document.
C. The accounts receivable ledger is recon­
ciled daily to the control account in the 
general ledger.
D. Each shipment on credit is supported by 
a prenumbered sales invoice.
26. An auditor wishes to perform tests of con­
trols on a client’s cash disbursements procedures. 
If the control procedures leave no audit trail of 
documentary evidence, the auditor most likely 
will test the procedures by
A. Confirmation and observation.
B. Observation and inquiry.
C. Analytical procedures and confirmation.
D. Inquiry and analytical procedures.
27. Which of the following audit procedures 
would an auditor most likely perform to test con­
trols relating to management's assertion concern­
ing the completeness of sales transactions?
A. Verify that extensions and footings on 
the entity's sales invoices and monthly 
customer statements have been recom­
puted.
B. Inspect the entity's reports of prenum­
bered shipping documents that have not 
been recorded in the sales journal.
C. Compare the invoiced prices on prenum­
bered sales invoices to the entity's autho­
rized price list.
D. Inquire about the entity's credit granting 
policies and the consistent application of 
credit checks.
29. An auditor most likely would assess control 
risk at the maximum if the payroll department 
supervisor is responsible for
A. Examining authorization forms for new 
employees.
B. Comparing payroll registers with origi­
nal batch transmittal data.
C. Authorizing payroll rate changes for all 
employees.
D. Hiring all subordinate payroll depart­
ment employees.
30. In a properly designed internal control struc­
ture, the same employee most likely would match 
vendors’ invoices with receiving reports and also
A. Post the detailed accounts payable 
records.
B. Recompute the calculations on vendors’ 
invoices.
C. Reconcile the accounts payable ledger.
D. Cancel vendors’ invoices after payment.
31. An auditor most likely would introduce test 
data into a computerized payroll system to test 
internal controls related to the
A. Existence of unclaimed payroll checks 
held by supervisors.
B. Early cashing of payroll checks by 
employees.
C. Discovery of invalid employee I.D. n umbers.
D. Proper approval of overtime by supervisors.
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32. Which of the following internal control proce­
dures most likely would prevent direct labor 
hours from being charged to manufacturing over­
head?
A. Periodic independent counts of work in 
process for comparison to recorded 
amounts.
B. Comparison of daily journal entries with 
approved production orders.
C. Use of time tickets to record actual labor 
worked on production orders.
D. Reconciliation of work-in-process inven­
tory with periodic cost budgets.
33. Which of the following internal control proce­
dures most likely would be used to maintain 
accurate inventory records?
A. Perpetual inventory records are periodi­
cally compared with the current cost of 
individual inventory items.
B. A just-in-time inventory ordering system 
keeps inventory levels to a desired mini­
mum.
C. Requisitions, receiving reports, and pur­
chase orders are independently matched 
before payment is approved.
D. Periodic inventory counts are used to 
adjust the perpetual inventory records.
35. An auditor tests an entity’s policy of obtain­
ing credit approval before shipping goods to cus­
tomers in support of management’s financial 
statement assertion of
A. Valuation or allocation.
B. Completeness.
C. Existence or occurrence.
D. Rights and obligations.
36. Lake, CPA, is auditing the financial state­
ments of Gill Co. Gill uses the EDP Service 
Center, Inc. to process its payroll transactions. 
EDP’s financial statements are audited by Cope, 
CPA, who recently issued a report on EDP’s inter­
nal control structure. Lake is considering Cope’s 
report on EDP’s internal control structure in 
assessing control risk on the Gill engagement. 
What is Lake’s responsibility concerning making 
reference to Cope as a basis, in part, for Lake’s 
own opinion?
A. Lake may refer to Cope only if Lake is 
satisfied as to Cope’s professional reputa­
tion and independence.
B. Lake may refer to Cope only if Lake 
relies on Cope’s report in restricting the 
extent of substantive tests.
C. Lake may refer to Cope only if Lake’s 
report indicates the division of responsi­
bility.
D. Lake may not refer to Cope under the 
circumstances above.
34. When an entity uses a trust company as cus­
todian of its marketable securities, the possibility 
of concealing fraud most likely would be reduced 
if the
A. Trust company has no direct contact 
with the entity employees responsible for 
m aintaining investment accounting 
records.
B. Securities are registered in the name of 
the trust company, rather than the entity 
itself.
C. Interest and dividend checks are mailed 
directly to an entity employee who is 
authorized to sell securities.
D. Trust company places the securities in a 
bank safe-deposit vault under the custo­
dian’s exclusive control.
37. Which of the following best describes a CPA’s 
engagement to report on an entity’s internal con­
trol structure over financial reporting?
A. An attestation engagement to examine 
and report on management’s written 
assertions about the effectiveness of its 
internal control structure.
B. An audit engagement to render an 
opinion on the entity's internal control 
structure.
C. A prospective engagement to project, for 
a period of time not to exceed one year, 
and report on the expected benefits of 
the entity’s internal control structure.
D. A consulting engagement to provide con­
structive advice to the entity on its inter­
nal control structure.
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38. Which of the following presumptions does 
not relate to the competence of audit evidence?
A. The more effective the internal control 
structure, the more assurance it provides 
about the accounting data and financial 
statements.
B. An auditor’s opinion, to be economically 
useful, is formed within reasonable time 
and based on evidence obtained at a 
reasonable cost.
C. Evidence obtained from independent 
sources outside the entity is more reli­
able than evidence secured solely within 
the entity.
D. The independent auditor’s direct person­
al knowledge, obtained through observa­
tion and inspection, is more persuasive 
than information obtained indirectly.
39. An auditor concluded that no excessive costs 
for idle plant were charged to inventory. This con­
clusion most likely related to the auditor’s objec­
tive to obtain evidence about the financial state­
ment assertions regarding inventory, including 
presentation and disclosure and
A. Valuation and allocation.
B. Completeness.
C. Existence or occurrence.
D. Rights and obligations.
42. In testing plant and equipment balances, an 
auditor examines new additions listed on an 
analysis of plant and equipment. This procedure 
most likely obtains evidence concerning manage­
ment’s assertion of
A. Completeness.
B. Existence or occurrence.
C. Presentation and disclosure.
D. Valuation or allocation.
43. While performing a test of details during an 
audit, an auditor determined that the sample 
results supported the conclusion that the recorded 
account balance was materially misstated. It was, 
in fact, not materially misstated. This situation 
illustrates the risk of
A. Assessing control risk too high.
B. Assessing control risk too low.
C. Incorrect rejection.
D. Incorrect acceptance.
44. The sample size of a test of controls varies 
inversely with
Expected population 
deviation rate
Tolerable
rate
A. Yes Yes
B. No No
C. Yes No
D. No Yes
40. Auditors try to identify predictable relation­
ships when using analytical procedures. Relation­
ships involving transactions from which of the 
following accounts most likely would yield the 
highest level of evidence?
A. Accounts receivable.
B. Interest expense.
C. Accounts payable.
D. Travel and entertainment expense.
41. An auditor selected items for test counts 
while observing a client’s physical inventory. The 
auditor then traced the test counts to the client’s 
inventory listing. This procedure most likely 
obtained evidence concerning management’s 
assertion of
A. Rights and obligations.
B. Completeness.
C. Existence or occurrence.
D. Valuation.
45. In evaluating an en tity ’s accounting 
estimates, one of an auditor’s objectives is to 
determine whether the estimates are
A. Not subject to bias.
B. Consistent with industry guidelines.
C. Based on objective assumptions.
D. Reasonable in the circumstances.
46. May an accountant accept an engagement to 
compile or review the financial statements of a 
not-for-profit entity if the accountant is unfamil­
iar with the specialized industry accounting prin­
ciples, but plans to obtain the required level of 
knowledge before compiling or reviewing the 
financial statements?
Compilation Review
A. No No
B. Yes No
C. No Yes
D. Yes Yes
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47. Which of the following audit procedures is 
best for identifying unrecorded trade accounts 
payable?
A. Reviewing cash disbursements recorded 
subsequent to the balance sheet date to 
determine whether the related payables 
apply to the prior period.
B. Investigating payables recorded just 
prior to and just subsequent to the bal­
ance sheet date to determine whether 
they are supported by receiving reports.
C. Examining unusual relationships 
between monthly accounts payable bal­
ances and recorded cash payments.
D. Reconciling vendors’ statements to the 
file of receiving reports to identify items 
received just prior to the balance sheet 
date.
48. In testing for unrecorded retirements of 
equipment, an auditor most likely would
A. Select items of equipment from the 
accounting records and then locate them 
during the plant tour.
B. Compare depreciation journal entries 
with similar prior-year entries in search 
of fully depreciated equipment.
C. Inspect items of equipment observed 
during the plant tour and then trace 
them to the equipment subsidiary ledger.
D. Scan the general journal for unusual 
equipment additions and excessive 
debits to repairs and maintenance 
expense.
49. An auditor most likely would extend sub­
stantive tests of payroll when
A. Payroll is extensively audited by the 
state government.
B. Payroll expense is substantially higher 
than in the prior year.
C. Overpayments are discovered in per­
forming tests of details.
D. Employees complain to management 
about too much overtime.
50. A client has a large and active investment 
portfolio that is kept in a bank safe deposit box. If 
the auditor is unable to count the securities at 
the balance sheet date, the auditor most likely 
will
A. Request the bank to confirm to the audi­
tor the contents of the safe deposit box at 
the balance sheet date.
B. Examine supporting evidence for trans­
actions occurring during the year.
C. Count the securities at a subsequent 
date and confirm with the bank whether 
securities were added or removed since 
the balance sheet date.
D. Request the client to have the bank seal 
the safe deposit box until the auditor can 
count the securities at a subsequent 
date.
51. Which of the following is required documen­
tation in an audit in accordance with generally 
accepted auditing standards?
A. A flowchart or narrative of the account­
ing system describing the recording and 
classification of transactions for financial 
reporting.
B. An audit program setting forth in detail 
the procedures necessary to accomplish 
the engagement's objectives.
C. A planning memorandum establishing 
the timing of the audit procedures and 
coordinating the assistance of entity per­
sonnel.
D. An internal control questionnaire identify­
ing policies and procedures that assure 
specific objectives will be achieved.
52. In using the work of a specialist, an auditor 
referred to the specialist’s findings in the 
auditor’s report. This would be an appropriate 
reporting practice if the
A. Client is not familiar with the pro­
fessional certification, personal reputa­
tion, or particular competence of the 
specialist.
B. Auditor, as a result of the specialist’s 
findings, adds an explanatory paragraph 
emphasizing a m atter regarding the 
financial statements.
C. Client understands the auditor’s corrobo­
rative use of the specialist’s findings in 
relation to the representations in the 
financial statements.
D. Auditor, as a result of the specialist’s 
findings, decides to indicate a division of 
responsibility with the specialist.
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53. Zero Corp. suffered a loss that would have a 
material effect on its financial statements on an 
uncollectible trade account receivable due to a 
customer’s bankruptcy. This occurred suddenly 
due to a natural disaster ten days after Zero's 
balance sheet date, but one month before the 
issuance of the financial statements and the audi­
tor’s report. Under these circumstances,
The The event The auditor's
financial requires financial report should
statements statement be modified
should be disclosure, but for a lack of
adjusted no adjustment consistency
A. Yes No No
B. Yes No Yes
C. No Yes Yes
D. No Yes No
54. Which of the following statements ordinarily 
is included among the written client representa­
tions obtained by the auditor?
A. Compensating balances and other 
arrangements involving restrictions on 
cash balances have been disclosed.
B. Management acknowledges respon­
sibility for illegal actions committed by 
employees.
C. Sufficient evidential matter has been 
made available to permit the issuance of 
an unqualified opinion.
D. Management acknowledges that there 
are no material weaknesses in the inter­
nal control.
55. Which of the following auditing procedures 
most likely would assist an auditor in identifying 
conditions and events that may indicate substan­
tial doubt about an entity’s ability to continue as 
a going concern?
A. Inspecting title documents to verify 
whether any assets are pledged as col­
lateral.
B. Confirming with third parties the details 
of arrangements to maintain financial 
support.
C. Reconciling the cash balance per books 
with the cut-off bank statement and the 
bank confirmation.
D. Comparing the entity’s depreciation and 
asset capitalization policies to other enti­
ties in the industry.
56. Using microcomputers in auditing may affect 
the methods used to review the work of staff 
assistants because
A. The audit field work standards for super­
vision may differ.
B. Documenting the supervisory review 
may require assistance of consulting ser­
vices personnel.
C. Supervisory personnel may not have an 
understanding of the capabilities and 
limitations of microcomputers.
D. Working paper documentation may not 
contain readily observable details of cal­
culations.
57. Which of the following auditing procedures 
most likely would assist an auditor in identifying 
related party transactions?
A. Retesting ineffective internal control pro­
cedures previously reported to the audit 
committee.
B. Sending second requests for unanswered 
positive confirmations of accounts receiv­
able.
C. Reviewing accounting records for nonre­
curring transactions recognized near the 
balance sheet date.
D. Inspecting communications with law 
firms for evidence of unreported contin­
gent liabilities.
58. Before applying principal substantive tests to 
the details of accounts at an interim date prior to 
the balance sheet date, an auditor should
A. Assess control risk at below the maxi­
mum for the assertions embodied in the 
accounts selected for interim testing.
B. Determine that the accounts selected for 
interim testing are not material to the 
financial statements taken as a whole.
C. Consider whether the amounts of the 
year-end balances selected for interim 
testing are reasonably predictable.
D. Obtain written representations from 
management that all financial records 
and related data will be made available.
59. An accountant should perform analytical pro­
cedures during an engagement to
Compile a 
nonpublic entity's 
financial statements
A. No
B. Yes
C. Yes
D. No
Review a 
nonpublic entity's 
financial statements
Yes
No
Yes
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60. Which of the following procedures most likely 
would not be included in a review engagement of 
a nonpublic entity?
A. Obtaining a management representation 
letter.
B. Considering whether the financial state­
ments conform with GAAP.
C. Assessing control risk.
D. Inquiring about subsequent events.
61. When an independent CPA assists in prepar­
ing the financial statements of a publicly held 
entity, but has not audited or reviewed them, the 
CPA should issue a disclaimer of opinion. In such 
situations, the CPA has no responsibility to apply 
any procedures beyond
A. Documenting that the internal control 
structure is not being relied on.
B. Reading the financial statements for 
obvious material misstatements.
C. Ascertaining whether the financial state­
ments are in conformity with GAAP.
D. Determining whether management has 
elected to omit substantially all required 
disclosures.
62. When an auditor concludes there is substan­
tial doubt about a continuing audit client’s ability 
to continue as a going concern for a reasonable 
period of time, the auditor’s responsibility is to
A. Issue a qualified or adverse opinion, 
depending upon materiality, due to the 
possible effects on the financial state­
ments.
B. Consider the adequacy of disclosure 
about the client’s possible inability to 
continue as a going concern.
C. Report to the client’s audit committee 
that management’s accounting estimates 
may need to be adjusted.
D. Reissue the prior year’s auditor’s report 
and add an explanatory  paragraph that 
specifically refers to “substantial doubt” 
and “going concern.”
63. Investment and property schedules are pre­
sented for purposes of additional analysis in an 
auditor-submitted document. The schedules are 
not required parts of the basic financial 
statements, but accompany the basic financial 
statements. When reporting on such additional 
information, the measurement of materiality is the
A. Same as that used in forming an opinion 
on the basic financial statements taken 
as a whole.
B. Lesser of the individual schedule of 
investments or schedule of property 
taken by itself.
C. Greater of the individual schedule of 
investments or schedule of property 
taken by itself.
D. Combined total of both the individual 
schedules of investments and property 
taken as a whole.
64. An independent accountant’s report is based 
on a review of interim financial information. If 
this report is presented in a registration state­
ment, a prospectus should include a statement 
clarifying that the
A. Accountant’s review report is not a part 
of the registration statement within the 
meaning of the Securities Act of 1933.
B. Accountant assumes no responsibility to 
update the report for events and circum­
stances occurring after the date of the 
report.
C. Accountant's review was performed in 
accordance with standards established 
by the Securities and Exchange 
Commission.
D. Accountant obtained corroborating evi­
dence to determine whether material 
modifications are needed for such infor­
mation to conform with GAAP.
65. Reference in a principal auditor’s report to 
the fact that part of the audit was performed by 
another auditor most likely would be an indica­
tion of the
A. Divided responsibility between the audi­
tors who conducted the audits of the 
components of the overall financial state­
ments.
B. Lack of materiality of the portion of the 
financial statem ents audited by the 
other auditor.
C. Principal auditor’s recognition of the 
other auditor’s competence, reputation, 
and professional certification.
D. Different opinions the auditors are 
expressing on the components of the 
financial statements that each audited.
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66. In May 1994, an auditor reissues the audi­
tor’s report on the 1992 financial statements at a 
continuing client’s request. The 1992 financial 
statements are not restated and the auditor does 
not revise the wording of the report. The auditor 
should
A. Dual date the reissued report.
B. Use the release date of the reissued 
report.
C. Use the original report date on the reis­
sued report.
D. Use the current-period auditor’s report 
date on the reissued report.
69. An auditor includes a separate paragraph in 
an otherwise unmodified report to emphasize 
that the entity being reported on had significant 
transactions with related parties. The inclusion of 
this separate paragraph
A. Is considered an “except for” qualifica­
tion of the opinion.
B. Violates generally accepted auditing 
standards if this information is already 
disclosed in footnotes to the financial 
statements.
C. Necessitates a revision of the opinion 
paragraph to include the phrase “with 
the foregoing explanation.”
D. Is appropriate and would not negate the 
unqualified opinion.
67. In connection with a proposal to obtain a new 
client, an accountant in public practice is asked 
to prepare a written report on the application of 
accounting principles to a specific transaction. 
The accountant’s report should include a state­
ment that
A. Any difference in the facts, circum­
stances, or assumptions presented may 
change the report.
B. The engagement was performed in accor­
dance with Statements on Standards for 
Consulting Services.
C. The guidance provided is for manage­
ment use only and may not be communi­
cated to the prior or continuing auditors.
D. Nothing came to the accountant's atten­
tion th a t caused the accountant to 
believe that the accounting principles 
violated GAAP.
68. An accountant’s report on a review of pro 
forma financial information should include a
A. Statement that the entity’s internal con­
trol structure was not relied on in the 
review.
B. Disclaimer of opinion on the financial 
statements from which the pro forma 
financial information is derived.
C. Caveat that it is uncertain whether the 
transaction or event reflected in the pro 
forma financial information will ever 
occur.
D. Reference to the financial statements 
from which the historical financial infor­
mation is derived.
70. On March 15, 1994, Kent, CPA, issued an 
unqualified opinion on a client's audited financial 
statements for the year ended December 31, 
1993. On May 4, 1994, Kent’s internal inspection 
program disclosed that engagement personnel 
failed to observe the client’s physical inventory. 
Omission of this procedure impairs Kent’s pre­
sent ability to support the unqualified opinion. If 
the stockholders are currently relying on the 
opinion, Kent should first
A. Advise management to disclose to the 
stockholders that Kent’s unqualified 
opinion should not be relied on.
B. Undertake to apply alternative proce­
dures that would provide a satisfactory 
basis for the unqualified opinion.
C. Reissue the auditor’s report and add an 
explanatory paragraph describing the 
departure from generally accepted audit­
ing standards.
D. Compensate for the omitted procedure by 
performing tests of controls to reduce 
audit risk to a sufficiently low level.
71. For an entity that does not receive govern­
mental financial assistance, an auditor’s stan­
dard report on financial statements generally 
would not refer to
A. Significant estimates made by manage­
ment.
B. An assessment of the entity’s accounting 
principles.
C. Management's responsibility for the 
financial statements.
D. The entity’s internal control structure.
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72. Due to a scope limitation, an auditor dis­
claimed an opinion on the financial statements 
taken as a whole, but the auditor’s report 
included a statement that the current asset por­
tion of the entity's balance sheet was fairly 
stated. The inclusion of this statement is
A. Not appropriate because it may tend to 
overshadow the auditor’s disclaimer of 
opinion.
B. Not appropriate because the auditor is 
prohibited from reporting on only one 
basic financial statement.
C. Appropriate provided the auditor’s scope 
paragraph adequately describes the 
scope limitation.
D. Appropriate provided the statement is in 
a separate paragraph preceding the dis­
claimer of opinion paragraph.
75. When financial statem ents contain a 
departure from GAAP because, due to unusual 
circumstances, the statements would otherwise 
be misleading, the auditor should explain the 
unusual circumstances in a separate paragraph 
and express an opinion that is
A. Unqualified.
B. Qualified.
C. Adverse.
D. Qualified or adverse, depending on 
materiality.
73. When there has been a change in accounting 
principles, but the effect of the change on the 
comparability of the financial statements is not 
material, the auditor should
A. Refer to the change in an explanatory 
paragraph.
B. Explicitly concur that the change is pre­
ferred.
C. Not refer to consistency in the auditor’s 
report.
D. Refer to the change in the opinion para­
graph.
76. Park, CPA, was engaged to audit the finan­
cial statements of Tech Co., a new client, for the 
year ended December 31, 1993. Park obtained 
sufficient audit evidence for all of Tech’s financial 
statement items except Tech’s opening inventory. 
Due to inadequate financial records, Park could 
not verify Tech’s January 1, 1993, inventory bal­
ances. Park’s opinion on Tech’s 1993 financial 
statements most likely will be
Balance sheet Income statement
A. Disclaimer Disclaimer
B. Unqualified Disclaimer
C. Disclaimer Adverse
D. Unqualified Adverse
74. When single-year financial statements are 
presented, an auditor ordinarily would express an 
unqualified opinion in an unmodified report if the
A. Auditor is unable to obtain audited 
financial statements supporting the enti­
ty's investment in a foreign affiliate.
B. Entity declines to present a statement of 
cash flows with its balance sheet and 
related statements of income and retained 
earnings.
C. Auditor wishes to emphasize an account­
ing matter affecting the comparability of 
the financial statements with those of 
the prior year.
D. Prior year’s financial statements were 
audited by another CPA whose report, 
which expressed an unqualified opinion, 
is not presented.
77. Which paragraphs of an auditor’s standard 
report on financial statements should refer to 
generally accepted auditing standards (GAAS) 
and generally accepted accounting principles 
(GAAP) in which paragraphs?
GAAS GAAP
A. Opening Scope
B. Scope Scope
C. Scope Opinion
D. Opening Opinion
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78. Compiled financial statements should be 
accompanied by a report stating that
A. A compilation is substantially less in 
scope than a review or an audit in accor­
dance with generally accepted auditing 
standards.
B. The accountant does not express an 
opinion but expresses only limited assur­
ance on the compiled financial state­
ments.
C. A compilation is limited to presenting in 
the form of financial statements infor­
mation tha t is the representation of 
management.
D. The accountant has compiled the finan­
cial statem ents in accordance with 
standards established by the Auditing 
Standards Board.
79. An accountant may compile a nonpublic enti­
ty's financial statements that omit all of the dis­
closures required by GAAP only if the omission is
I. Clearly indicated in the accountant's report.
II. Not undertaken with the intention of mis­
leading the financial statement users.
A. I only.
B. II only.
C. Both I and II.
D. Either I or II.
81. An accountant has been asked to issue a 
review report on the balance sheet of a nonpublic 
company but not to report on the other basic 
financial statements. The accountant may not do 
so
A. Because compliance with this request 
would result in a violation of the ethical 
standards of the profession.
B. Because compliance with this request 
would result in an incomplete review.
C. If the review of the balance sheet discloses 
material departures from GAAP.
D. If the scope of the inquiry and analytical 
procedures has been restricted.
82. What is an auditor’s responsibility for sup­
plementary information, such as segment infor­
mation, which is outside the basic financial state­
ments, but required by the FASB?
A. The auditor has no responsibility for 
required supplementary information as 
long as it is outside the basic financial 
statements.
B. The auditor’s only responsibility for 
required supplementary information is 
to determine that such information has 
not been omitted.
C. The auditor should apply certain limited 
procedures to the required supplemen­
tary information, and report deficiencies 
in, or omissions of, such information.
D. The auditor should apply tests of details 
of transactions and balances to the 
required supplementary information, 
and report any material misstatements 
in such information.
80. An accountant’s standard report on a review 
of the financial statements of a nonpublic entity 
should state that the accountant
A. Does not express an opinion or any form 
of limited assurance on the financial 
statements.
B. Is not aware of any material modifica­
tions that should be made to the finan­
cial statements for them to conform with 
GAAP.
C. Obtained reasonable assurance about 
whether the financial statements are 
free of material misstatement.
D. Examined evidence, on a test basis, sup­
porting the amounts and disclosures in 
the financial statements.
83. When an auditor reports on financial state­
ments prepared on an entity’s income tax basis, 
the auditor’s report should
A. Disclaim an opinion on whether the 
statements were examined in accordance 
with generally accepted auditing stan­
dards.
B. Not express an opinion on whether the 
statements are presented in conformity 
with the comprehensive basis of account­
ing used.
C. Include an explanation of how the 
results of operations differ from the cash 
receipts and disbursements basis of 
accounting.
D. State that the basis of presentation is a 
comprehensive basis of accounting other 
than GAAP.
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84. Because of the pervasive effects of laws and 
regulations on the financial statements of govern­
mental units, an auditor should obtain written 
management representations acknowledging that 
management has
A. Identified and disclosed all laws and reg­
ulations that have a direct and material 
effect on its financial statements.
B. Implemented internal control policies 
and procedures designed to detect all 
illegal acts.
C. Expressed both positive and negative 
assurance to the auditor that the entity 
complied with all laws and regulations.
D. Employed internal auditors who can 
report their findings, opinions, and con­
clusions objectively without fear of politi­
cal repercussion.
85. An auditor notes reportable conditions in a 
financial statement audit conducted in accor­
dance with Government Auditing Standards. In 
reporting on the internal control structure, the 
auditor should state that
A. Expressing an opinion on the entity’s 
financial statements provides no assur­
ance on the internal control structure.
B. The auditor obtained an understanding 
of the design of relevant policies and pro­
cedures, and determined whether they 
have been placed in operation.
C. The specified government funding or leg­
islative body is responsible for reviewing 
the internal control structure as a condi­
tion of continued funding.
D. The auditor has not determined whether 
any of the reportable conditions described 
in the report are so severe as to be mate­
rial weaknesses.
86. Management believes and the auditor is sat­
isfied that a material loss probably will occur 
when pending litigation is resolved. Management 
is unable to make a reasonable estimate of the 
amount or range of the potential loss, but fully 
discloses the situation in the notes to the finan­
cial statements. If management does not make 
an accrual in the financial statements, the audi­
tor should express a(an)
A. Qualified opinion due to a scope limita­
tion.
B. Qualified opinion due to a departure 
from GAAP.
C. Unqualified opinion with an explanatory 
paragraph.
D. Unqualified opinion in a standard audi­
tor’s report.
87. In which of the following circumstances 
would an auditor be most likely to express an 
adverse opinion?
A. The chief executive officer refuses the 
auditor access to minutes of board of 
directors’ meetings.
B. Tests of controls show that the entity’s 
internal control structure is so poor that 
it cannot be relied upon.
C. The financial statements are not in con­
formity with the FASB Statem ents 
regarding the capitalization of leases.
D. Information comes to the auditor’s atten­
tion that raises substantial doubt about 
the entity’s ability to continue as a going 
concern.
88. When qualifying an opinion because of an 
insufficiency of audit evidence, an auditor should 
refer to the situation in the
Opening
(introductory) Scope
paragraph paragraph
A. No No
B. Yes No
C. Yes Yes
D. No Yes
89. When unaudited financial statements of a 
nonpublic entity are presented in comparative 
form with audited financial statements in the 
subsequent year, the unaudited financial state­
ments should be clearly marked to indicate their 
status and
I. The report on the unaudited financial state­
ments should be reissued.
II. The report on the audited financial state­
ments should include a separate paragraph 
describing the responsibility assumed for the 
unaudited financial statements.
A. I only.
B. II only.
C. Both I and II.
D. Either I or II.
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90. An auditor expressed a qualified opinion on 
the prior year’s financial statements because of a 
lack of adequate disclosure. These financial state­
ments are properly restated in the current year 
and presented in comparative form with the cur­
rent year’s financial statements. The auditor’s 
updated report on the prior year’s financial state­
ments should
A. Be accompanied by the auditor’s original 
report on the prior year’s financial state­
ments.
B. Continue to express a qualified opinion 
on the prior year’s financial statements.
C. Make no reference to the type of opinion 
expressed on the prior year’s financial 
statements.
D. Express an unqualified opinion on the 
restated financial statements of the prior 
year.
QUESTION NUMBER 2 BEGINS ON PAGE 31
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Number 2 (Estimated time—15 to 25 minutes) 
Instructions
Question Number 2 consists of 15 items per­
taining to possible deficiencies in an auditor’s 
communication of internal control structure 
related matters noted in an audit. Select the best 
answer for each item. Use a No. 2 pencil to black­
en the appropriate ovals on the Objective Answer 
Sheet to indicate your answers. Answer all 
items. Your grade will be based on the total num­
ber of correct answers.
Land & Hale, CPAs, are auditing the financial 
statements of Stone Co., a nonpublic entity, for 
the year ended December 31, 1993. Land, the 
engagement supervisor, anticipates expressing an 
unqualified opinion on May 20, 1994.
Wood, an assistant on the engagement, drafted 
the auditor’s communication of internal control 
structure related matters that Land plans to send 
to Stone’s board of directors with the May 20th 
auditor’s report.
Land reviewed Wood’s draft and indicated in 
the Supervisor's Review Notes that there were 
deficiencies in Wood’s draft.
Independent Auditor’s Report
To the Board of Directors of Stone Company:
In planning and performing our audit of the 
financial statements of Stone, Co. for the year 
ended December 31, 1993, we considered its 
internal control structure in order to determine 
our auditing procedures for the purpose of 
expressing our opinion on the financial state­
ments and to provide assurance on the internal 
control structure. However, we noted certain mat­
ters involving the internal control structure and 
its operations that we consider to be reportable 
conditions under standards established by the 
American Institute of Certified Public Accoun­
tants. Reportable conditions involve matters com­
ing to our attention relating to significant defi­
ciencies in the design or operation of the internal 
control structure that, in our judgment, could 
adversely affect the organization’s ability to 
record, process, summarize, and report financial 
data consistent with our assessment of control 
risk.
We noted that deficiencies in the internal con­
trol structure design included inadequate provi­
sions for the safeguarding of assets, especially 
concerning cash receipts and inventory stored at 
remote locations. Additionally, we noted failures 
in the operation of the internal control structure. 
Reconciliations of subsidiary ledgers to control 
accounts were not timely prepared and senior 
employees in authority intentionally overrode the 
internal control structure concerning cash pay­
ments to the detriment of the overall objectives of 
the structure.
A m aterial weakness is not necessarily a 
reportable condition, but is a design defect in 
which the internal control structure elements do 
not reduce to a relatively low level the risk that 
errors or irregularities in amounts that would be 
material in relation to the financial statements 
being audited may occur and not be detected by 
the auditor during the audit.
Our consideration of the internal control struc­
ture would not necessarily disclose all matters in 
the internal control structure that might be 
reportable conditions and, accordingly, would not 
necessarily disclose all reportable conditions that 
are also considered to be material weaknesses as 
defined above. However, none of the reportable 
conditions described above is believed to be a 
material weakness.
This report is intended solely for the informa­
tion and use of the Board of Directors of Stone Co. 
Accordingly, it is not intended to be distributed to 
stockholders, management, or those who are not 
responsible for these matters.
Land & Hale, CPAs 
May 4, 1994
Required:
Items 91 through 105 represent the deficien­
cies noted by Land. For each deficiency, indicate 
whether Land is correct C  or incorrect I  in the 
criticism of Wood's draft and blacken the corre­
sponding oval on the Objective Answer Sheet.
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Number 2 (continued)
Items to be Answered:
In the 1st paragraph
Supervisor’s Review Notes
91. There should he no reference to “our audit of the financial statements.”
92. The report should indicate that providing assurance is not the purpose of our consideration of the 
internal control structure.
93. The reference to “our assessment of control risk” at the end of the paragraph should have been a refer­
ence to “the assertions of management in the financial statements.”
94. There should be a reference to “conformity with generally accepted accounting principles.”
In the 2nd paragraph
95. There should be no reference to deficiencies because such reference is inconsistent with the expres­
sion of an unqualified opinion on the financial statements.
96. When deficiencies (reportable conditions) are noted, the report should include a description of the 
assessed level of control risk.
In the 3rd paragraph
97. The definition of “material weakness” is incorrect. A material weakness is a reportable condition.
98. The report should indicate that the auditor assumes no responsibility for errors or irregularities 
resulting from the deficiencies (reportable conditions) identified in the report.
99. The report should refer to detection by the entity’s employees at the end of the paragraph, not detec­
tion by the auditor.
In the 4th paragraph
100. The report should indicate that our consideration of the internal control structure is expected to dis­
close all reportable conditions.
101. It is inappropriate to state that “none of the reportable conditions... is believed to be a material weak­
ness.”
In the final paragraph
102. The restriction on the report’s distribution is inappropriate because management ordinarily would 
receive the report.
103. The report should indicate that the financial statement audit resulted in an unqualified opinion.
104. The report should indicate that the auditor is not responsible to update the report for events or cir­
cumstances occurring after the date of the report.
Dating the Report
105. The report may not be dated before the auditor’s report on the financial statements.
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Number 3 (Estimated time—15 to 25 minutes) 
Instructions
Question Number 3 consists of 15 items per­
taining to an auditor's risk analysis of an entity. 
Select the best answer for each item. Use a No. 2 
pencil to blacken the appropriate ovals on the 
Objective Answer Sheet to indicate your answers. 
Answer all items. Your grade will be based on 
the total number of correct answers.
Bond, CPA, is considering audit risk at the 
financial statement level in planning the audit of 
Toxic Waste Disposal (TWD) Company’s financial 
statements for the year ended December 31, 
1993. TWD is a privately-owned entity that con­
tracts with municipal governments to remove 
environmental wastes. Audit risk at the financial 
statement level is influenced by the risk of mater­
ial misstatements, which may be indicated by a 
combination of factors related to management, 
the industry, and the entity.
Required:
Based only on the information below, indicate 
whether each of the following factors (Items 106 
through 120) would most likely increase audit 
risk I , decrease audit risk D , or have no effect 
on audit risk and blacken the corresponding 
oval On the Objective Answer Sheet.
Items to be Answered:
Company Profile
106. This was the first year TWD operated at a 
profit since 1989 because the municipalities 
received increased federal and state funding 
for environmental purposes.
107. TWD's Board of Directors is controlled by 
Mead, the majority stockholder, who also 
acts as the chief executive officer.
108. The internal auditor reports to the con­
troller and the controller reports to Mead.
109. The accounting department has experienced 
a high rate of turnover of key personnel.
110. TWD's bank has a loan officer who meets 
regularly with TWD's CEO and controller to 
monitor TWD's financial performance.
111. TWD's employees are paid biweekly.
112. Bond has audited TWD for five years.
Recent developments
113. During 1993, TWD changed its method of 
preparing its financial statements from the 
cash basis to generally accepted accounting 
principles.
114. During 1993, TWD sold one half of its con­
trolling in terest in United Equipment 
Leasing (UEL) Co. TWD retained signifi­
cant interest in UEL.
115. During 1993, litigation filed against TWD 
in 1988 alleging that TWD discharged pol­
lutants into state waterways was dropped 
by the state. Loss contingency disclosures 
that TWD included in prior years' financial 
statements are being removed for the 1993 
financial statements.
116. During December 1993, TWD signed a con­
tract to lease disposal equipment from an 
entity owned by Mead's parents. This relat­
ed party transaction is not disclosed in 
TWD's notes to its 1993 financial state­
ments.
117. During December 1993, TWD completed a 
barter transaction with a municipality. 
TWD removed waste from a municipally- 
owned site and acquired title to another 
contaminated site at below market price. 
TWD intends to service this new site in 
1994.
118. During December 1993, TWD increased its 
casualty insurance coverage on several 
pieces of sophisticated machinery from his­
torical cost to replacement cost.
119. Inquiries about the substantial increase in 
revenue TWD recorded in the fourth quar­
ter of 1993 disclosed a new policy. TWD 
guaranteed to several municipalities that it 
would refund the federal and state funding 
paid to TWD if any municipality fails feder­
al or state site clean-up inspection in 1994.
120. An initial public offering of TWD's stock is 
planned for late 1994.
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Number 4 (Estimated time—25 to 35 minutes)
North, CPA, is planning an audit of the financial 
statements of General Co. In determining the 
nature, timing, and extent of the auditing proce­
dures, North is considering General’s internal 
audit function, which is staffed by Tyler.
Required:
a. In what ways may Tyler’s work be rele­
vant to North, the independent auditor?
b. What factors should North consider and 
what inquiries should North make in deciding 
whether to use Tyler’s work?
Number 5 (Estimated time— 25 to 35 minutes)
King, CPA, is auditing the financial statements of 
Cycle Co., an entity that has receivables from 
customers, which have arisen from the sale of 
goods in the normal course of business. King is 
aware that the confirmation of accounts receiv­
able is a generally accepted auditing procedure.
Required:
a. Under what circumstances could King 
justify omitting the confirmation of Cycle’s 
accounts receivable?
b. In designing confirmation requests, what 
factors are likely to affect King's assessment of 
the reliability of confirmations that King sends?
c. What alternative procedures would King 
consider performing when replies to positive con­
firmation requests are not received?
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6. To turn the calculator on press   CA . Display will read “0”. The calculator automatically turns itself off 
approximately 8 minutes after the last entry. All data in the calculator will be lost once the calculator is 
off. We recommend that when you press   =  , you press   CA  before beginning a new calculation. The 
basic key descriptions are as follows:
On and Clear — Clears the calculator of all entries, including entries in memory, once calculator is on. 
Clear Calculation — Clears the Display.
  0   •••  9   Numericals — Inputs that number.
( ' ) Decimal — Indicates that all numbers to follow are decimals.
( +/- ) Change sign — Changes plus (minus) to minus (plus).
 +   &   -   Add & Subtract — Adds the next number entered to, or subtracts the next number 
entered from, the displayed number.
  X  & ÷  Multiply & Divide — Multiplies or divides the displayed number by the next number 
___ entered.
  =   Equal — Displays the results of all previously entered operations.
  Square Root — Calculates the square root of the displayed number. It is unlikely that you will 
___ need to use this key during the exam.
 %   Percentage — Converts the displayed number to a percentage (i.e., divides it by 100) and com­
pletes all previously entered operations. It is unlikely that you will need to use this key during the 
exam.
  M+   Memory Add — Adds the displayed number to the balance in memory.
  M-   Memory Subtract — Subtracts the displayed number from the balance in memory.
 R.CM Recall Memory — Pressed once, displays the balance in memory. Pressed twice in a row, elimi­
nates the balance in memory but not the displayed number.
If your calculator does not work or malfunctions, a replacement calculator will be available from the proctor.
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Number 1 (Estimated time—120 to 130 minutes) 
Instructions
Select the best answer for each of the following 
items. Use a No. 2 pencil to blacken the appropriate 
ovals on the Objective Answer Sheet to indicate 
your answers. Mark only one answer for each 
item. Answer all items. Your grade will be 
based on the total number of correct answers.
Items 1 through 35 are in the areas of 
federal taxation. The answers should be 
based on the Internal Revenue Code and 
Tax Regulations in effect for the tax period 
specified in the item. If no tax period is 
specified, use the current Internal Revenue 
Code and Tax Regulations.
2. In a tax year where the taxpayer pays quali­
fied education expenses, interest income on the 
redemption of qualified U.S. Series EE Bonds 
may be excluded from gross income. The exclu­
sion is subject to a modified gross income limita­
tion and a limit of aggregate bond proceeds in 
excess of qualified higher education expenses. 
Which of the following is (are) true?
I. The exclusion applies for education expenses 
incurred by the taxpayer, the taxpayer's 
spouse, or any person whom the taxpayer 
may claim as a dependent for the year.
II. "Otherwise qualified higher education 
expenses" must be reduced by qualified 
scholarships not includible in gross income.
A. I only.
B. II only.
C. Both I and II.
D. Neither I nor II.
1. In December 1993, Davis purchased a new 
residence for $200,000. During that same month 
he sold his former residence for $80,000 and paid 
the realtor a $5,000 commission. The former resi­
dence, his first home, had cost $65,000 in 1990. 
Davis added a bathroom for $5,000 in 1991. 
What amount of gain is recognized from the sale 
of the former residence on Davis’ 1993 tax 
return?
A. $15,000
B. $10,000
C. $ 5,000
D. $0
3. During 1993 Kay received interest income as 
follows:
On U.S. Treasury certificates $4,000
On refund of 1991 federal income tax 500
The total amount of interest subject to tax in 
Kay’s 1993 tax return is
A. $4,500
B. $4,000
C. $ 500
D. $0
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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4. With regard to the inclusion of social security 
benefits in gross income, for the 1993 tax year, 
which of the following statements is correct?
A. The social security benefits in excess of 
modified adjusted gross income are 
included in gross income.
B. The social security benefits in excess of 
one half the modified adjusted gross 
income are included in gross income.
C. One half of the social security benefits is 
the maximum amount of benefits to be 
included in gross income.
D. The social security benefits in excess of 
the modified adjusted gross income over 
$32,000 are included in gross income.
5. Rich is a cash basis self-employed air-condi­
tioning repairman with 1993 gross business 
receipts of $20,000. Rich’s cash disbursements 
were as follows:
Air conditioning parts $2,500
Yellow Pages listing 2,000
Estimated federal income taxes on self- 
employment income 1,000
Business long-distance telephone calls 400
Charitable contributions 200
What amount should Rich report as net self-
employment income?
A. $15,100
B. $14,900
C. $14,100
D. $13,900
6. The self-employment tax is
A. Fully deductible as an itemized deduc­
tion.
Fully deductible in determining net 
income from self-employment.
One-half deductible from gross income in 
arriving at adjusted gross income.
Not deductible.
B.
C.
D.
7. For 1993, Val and Pat White filed a joint 
return . Val earned $35,000 in wages and was cov­
ered by his employer’s qualified pension plan. Pat 
was unemployed and received $5,000 in alimony 
payments for the first 4 months of the year before 
remarrying. The couple had no other income. 
Each contributed $2,000 to an IRA account. The 
allowable IRA deduction on their 1993 joint tax 
return is
A. $4,000
B. $2,250
C. $2,000
D. $0
8. The 1993 deduction by an individual taxpay­
er for interest on investment indebtedness is
A. Limited to the investment interest paid 
in 1993.
B. Limited to the taxpayer's 1993 interest 
income.
C. Limited to the taxpayer's 1993 net 
investment income.
D. Not limited.
9. Which of the following is not a miscellaneous 
itemized deduction?
A. An individual’s tax return preparation 
fee.
B. Education expense to meet minimum 
entry level education requirements at an 
individual’s place of employment.
C. An individual’s subscription to profes­
sional journals.
D. Custodial fees for a brokerage account.
10. The Browns borrowed $20,000, secured by 
their home, to pay their son’s college tuition. At 
the time of the loan, the fair market value of their 
home was $400,000, and it was unencumbered by 
other debt. The interest on the loan qualifies as
A. Deductible personal interest.
B. Deductible qualified residence interest.
C. Nondeductible interest.
D. Investment interest expense.
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
38
Accounting & Reporting — Taxation, Managerial, and Governmental and Not-for-Profit Organizations
11. On January 2, 1990, the Philips paid $50,000 
cash and obtained a $200,000 mortgage to pur­
chase a home. In 1993 they borrowed $15,000 
secured by their home, and used the cash to add a 
new room to their residence. That same year they 
took out a $5,000 auto loan.
The following information pertains to interest 
paid in 1993:
Mortgage interest $17,000
Interest on room construction loan 1,500
Auto loan interest 500
For 1993, how much interest is deductible, prior
to any itemized deduction limitations?
A. $17,000
B. $17,500
C. $18,500
D. $19,000
13. In 1993, Wells paid the following expenses:
Premiums on an insurance policy 
against loss of earnings due to 
sickness or accident 
Physical therapy after spinal surgery 
Premium on an insurance policy that 
covers reimbursement for the cost of 
prescription drugs
$3,000
2,000
500
In 1993, Wells recovered $1,500 of the $2,000 that 
she paid for physical therapy through insurance 
reimbursement from a group medical policy paid 
for by her employer. Disregarding the adjusted 
gross income percentage threshold, what amount 
could be claimed on Wells' 1993 income tax 
return for medical expenses?
A. $4,000
B. $3,500
C. $1,000
D. $ 500
12. For 1993, Dole’s adjusted gross income 
exceeds $500,000. After the application of any 
other limitation, itemized deductions are reduced
by
A. The lesser of 3% of the excess of adjusted 
gross income over the applicable amount 
or 80% of certain itemized deductions.
B. The lesser of 3% of the excess of adjusted 
gross income over the applicable amount 
or 80% of all itemized deductions.
C. The greater of 3% of the excess of 
adjusted gross income over the applic­
able amount or 80% of certain itemized 
deductions.
D. The greater of 3% of the excess of 
adjusted gross income over the applic­
able amount or 80% of all itemized 
deductions.
14. Jim and Kay Ross contributed to the sup­
port of their two children, Dale and Kim, and 
Jim’s widowed parent, Grant. For 1993, Dale, a 
19-year old full-time college student, earned 
$4,500 as a baby-sitter. Kim, a 23-year old bank 
teller, earned $12,000. Grant received $5,000 in 
dividend income and $4,000 in nontaxable social 
security benefits. Grant, Dale, and Kim are U.S. 
citizens and were over one-half supported by Jim 
and Kay. How many exemptions can Jim and Kay 
claim on their 1993 joint income tax return?
A. Two
B. Three
C. Four
D. Five
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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15. On December 1, 1992, Michaels, a self- 
employed cash basis taxpayer, borrowed $100,000 
to use in her business. The loan was to be repaid 
on November 30, 1993. Michaels paid the entire 
interest of $12,000 on December 1, 1992. What 
amount of interest was deductible on Michaels’ 
1993 income tax return?
A. $12,000
B. $11,000
C. $ 1,000
D. $0
19. A tax return preparer may disclose or use tax 
return information without the taxpayer’s con­
sent to
A. Facilitate a supplier’s or lender’s credit 
evaluation of the taxpayer.
B. Accommodate the request of a financial 
institution that needs to determine the 
amount of taxpayer's debt to it, to be for­
given.
C. Be evaluated by a quality or peer review.
D. Solicit additional nontax business.
16. The credit for prior year alternative minimum 
tax liability may be carried
A. Forward for a maximum of 5 years.
B. Back to the 3 preceding years or carried 
forward for a maximum of 5 years.
C. Back to the 3 preceding years.
D. Forward indefinitely.
17. Which of the following credits can result in a 
refund even if the individual had no income tax 
liability?
A. Credit for prior year minimum tax.
B. Elderly and permanently and totally dis­
abled credit.
C. Earned income credit.
D. Child and dependent care credit.
18. A calendar-year taxpayer files an individual 
tax return for 1992 on March 20, 1993. The tax­
payer neither committed fraud nor omitted 
amounts in excess of 25% of gross income on the 
tax return. What is the latest date that the 
Internal Revenue Service can assess tax and 
assert a notice of deficiency?
A. March 20, 1996.
B. March 20, 1995.
C. April 15, 1996.
D. April 15, 1995.
20. Which, if any, of the following could result in 
penalties against an income tax return preparer?
I. Knowing or reckless disclosure or use of tax 
information obtained in preparing a return.
II. A willful attempt to understate any client’s 
tax liability on a return or claim for refund.
A. Neither I nor II.
B. I only.
C. II only.
D. Both I and II.
21. An S Corporation has 30,000 shares of voting 
common stock and 20,000 shares of non-voting 
common stock issued and outstanding. The 
S election can be revoked voluntarily with the 
consent of the shareholders holding, on the day of 
the revocation,
Shares of Shares of
voting stock nonvoting stock
A. 0 20,000
B. 7,500 5,000
C. 10,000 16,000
D. 20,000 0
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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22. The Haas Corp., a calendar year S corpora­
tion, has two equal shareholders. For the year 
ended December 31, 1993, Haas had taxable 
income and current earnings and profits of 
$60,000, which included $50,000 from operations 
and $10,000 from investment interest income. 
There were no other transactions that year. Each 
shareholder’s basis in the stock of Haas will 
increase by
A. $50,000
B. $30,000
C. $25,000
D. $0
23. Tech Corp. files a consolidated return with 
its wholly-owned subsidiary, Dow Corp. During 
1993, Dow paid a cash dividend of $20,000 to 
Tech. What amount of this dividend is taxable on 
the 1993 consolidated return?
A. $20,000
B. $14,000
C. $ 6,000
D. $0
24. Kisco Corp.’s taxable income for 1993 before 
taking the dividends received deduction was 
$70,000. This includes $10,000 in dividends from 
an unrelated taxable domestic corporation. Given 
the following tax rates, what would Kisco’s 
income tax be before any credits?
Partial rate table
Up to $50,000
Over $50,000 but not over $75,000
Tax
rate
15%
25%
A.
B.
C.
D.
$10,000
$10,750
$12,500
$15,750
25. On January 1, 1993, Kee Corp., a C corpor­
ation, had a $50,000 deficit in earnings and 
profits. For 1993 Kee had current earnings and 
profits of $10,000 and made a $30,000 cash distri­
bution to its stockholders. What amount of the 
distribution is taxable as dividend income to 
Kee's stockholders?
A. $30,000
B. $20,000
C. $10,000
D. $0
26. On January 2, 1993, Black acquired a 50% 
interest in New Partnership by contributing 
property with an adjusted basis of $7,000 and a 
fair market value of $9,000, subject to a mortgage 
of $3,000. What was Black's basis in New at 
January 2, 1993?
A. $3,500
B. $4,000
C. $5,500
D. $7,500
27. Gray is a 50% partner in Fabco Partnership. 
Gray's tax basis in Fabco on January 1, 1993, was 
$5,000. Fabco made no distributions to the part­
ners during 1993, and recorded the following:
Ordinary income $20,000
Tax exempt income 8,000
Portfolio income 4,000
What is Gray’s tax basis in Fabco on 
December 31, 1993?
A. $21,000
B. $16,000
C. $12,000
D. $10,000
MULTIPLE-CHOICE W ORK SPACE— ^This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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28. On January 2, 1993, Arch and Bean con­
tribute cash equally to form the JK Partnership. 
Arch and Bean share profits and losses in a ratio 
of 75% to 25%, respectively. For 1993, the part­
nership’s ordinary income was $40,000. A 
distribution of $5,000 was made to Arch during 
1993. What is Arch’s share of taxable income for 
1993?
A. $ 5,000
B. $10,000
C. $20,000
D. $30,000
29. Guaranteed payments made by a partner­
ship to partners for services rendered to the part­
nership, that are deductible business expenses 
under the Internal Revenue Code, are
I. Deductible expenses on the U.S. Partnership 
Return of Income, Form 1065, in order to 
arrive at partnership income (loss).
II. Included on schedules K-1 to be taxed as 
ordinary income to the partners.
A. I only.
B. II only.
C. Both I and II.
D. Neither I nor II.
30. At the beginning of 1993, Paul owned a 25% 
interest in Associates partnership. During the 
year, a new partner was admitted and Paul's 
interest was reduced to 20%. The partnership lia­
bilities at January 1, 1993, were $150,000, but 
decreased to $100,000 at December 31, 1993. 
Paul's and the other partners' capital accounts 
are in proportion to their respective interests. 
Disregarding any income, loss or drawings for 
1993, the basis of Paul's partnership interest at 
December 31, 1993, compared to the basis of his 
interest at January 1 , 1993 was
A. Decreased by $37,500.
B. Increased by $20,000.
C. Decreased by $17,500.
D. Decreased by $5,000.
31. Day’s adjusted basis in LMN Partnership 
interest is $50,000. During the year Day received 
a nonliquidating distribution of $25,000 cash plus 
land with an adjusted basis of $15,000 to LMN, 
and a fair market value of $20,000. How much is 
Day’s basis in the land?
A. $10,000
B. $15,000
C. $20,000
D. $25,000
32. On February 1, 1993, Hall learned that he 
was bequeathed 500 shares of common stock 
under his father’s will. Hall’s father had paid 
$2,500 for the stock in 1990. Fair market value of 
the stock on February 1, 1993, the date of his 
father’s death, was $4,000 and had increased to 
$5,500 six months later. The executor of the 
estate elected the alternate valuation date for 
estate tax purposes. Hall sold the stock for $4,500 
on June 1, 1993, the date that the executor dis­
tributed the stock to him. How much income 
should Hall include in his 1993 individual income 
tax return for the inheritance of the 500 shares of 
stock which he received from his father’s estate?
A. $5,500
B. $4,000
C. $2,500
D. $0
33. In 1993, Sayers, who is single, gave an out­
right gift of $50,000 to a friend, Johnson, who 
needed the money to pay medical expenses. In fil­
ing the 1993 gift tax return, Sayers was entitled 
to a maximum exclusion of
A. $0
B. $ 3,000
C. $10,000
D. $20,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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34. To qualify as an exempt organization other 
than a church or an employees’ qualified pension 
or profit-sharing trust, the applicant
A. Cannot operate under the “lodge system” 
under which payments are made to its 
members for sick benefits.
6. Need not be specifically identified as one 
of the classes on which exemption is con­
ferred by the Internal Revenue Code, 
provided that the organization’s pur­
poses and activities are of a nonprofit 
nature.
C. Is barred from incorporating and issuing 
capital stock.
D. Must file a written application with the 
Internal Revenue Service.
Items 36 through 50 are in the area of man­
agerial accounting.
36. Mat Co. estimated its material handling 
costs at two activity levels as follows:
Kilos handled
80,000
60,000
Cost
$160,000
132,000
What is Mat’s estimated cost for handling 75,000 
kilos?
$150,000 
$153,000 
$157,500 
$165,000
A.
B.
C.
D.
37. A flexible budget is appropriate for a
35. Which of the following activities regularly 
carried out by an exempt organization will not 
result in unrelated business income?
A. The sale of laundry services by an 
exempt hospital to other hospitals.
B. The sale of heavy duty appliances to 
senior citizens by an exempt senior citi­
zen’s center.
C. Accounting and tax services performed 
by a local chapter of a labor union for its 
members.
D. The sale by a trade association of publi­
cations used as course materials for the 
association's seminars which are oriented 
towards its members.
Marketing
budget
Direct material 
usage budget
A. No No
B. No Yes
C. Yes Yes
D. Yes No
38. Para Co. is reviewing the following data 
relating to an energy saving investment proposal:
Cost $50,000
Residual value at the end of 5 years 10,000
Present value of an annuity of 1 at 
12% for 5 years 3.60
Present value of 1 due in 5 years at 12% 0.57
What would be the annual savings needed to 
make the investment realize a 12% yield?
A. $ 8,189
B. $11,111
C. $12,306
D. $13,889
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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39. During 1993, Thor Lab supplied hospitals 
with a comprehensive diagnostic kit for $120. At 
a volume of 80,000 kits, Thor had fixed costs of 
$1,000,000 and a profit before income taxes of 
$200,000. Due to an adverse legal decision, Thor’s 
1994 liability insurance increased by $1,200,000 
over 1993. Assuming the volume and other costs 
are unchanged, what should the 1994 price be if 
Thor is to make the same $200,000 profit before 
income taxes?
A. $120.00
B. $135.00
C. $150.00
D. $240.00
40. The following information pertains to Lap 
Co.’s Palo Division for the month of April:
Number Cost of
Beginning work-in-process 
Started in April 
Units completed 
Ending work-in-process
of units
15,000
40,000
42,500
12,500
materials 
$ 5,500 
18,000
All materials are added at the beginning of the 
process. Using the weighted-average method, the 
cost per equivalent unit for materials is
A. $0.59
B. $0.55
C. $0.45
D. $0.43
42. Under Pick Co.’s job order costing system 
manufacturing overhead is applied to work in 
process using a predetermined annual overhead 
rate. During January 1994, Pick’s transactions 
included the following:
Direct materials issued to production $90,000 
Indirect materials issued to production 8,000 
Manufacturing overhead incurred 125,000
Manufacturing overhead applied 113,000
Direct labor costs 107,000
Pick had neither beginning nor ending work-in­
process inventory. What was the cost of jobs com­
pleted in January 1994?
A. $302,000
B. $310,000
C. $322,000
D. $330,000
43. The following information pertains to Quest 
Co.’s Gold Division for 1993:
Sales
Variable cost 
Traceable fixed costs 
Average invested capital 
Imputed interest rate
Quest's return on investment was
A. 10.00%
B. 13.33%
C. 27.50%
D. 30.00%
$311,000
250,000
50,000
40,000 
10%
41. What is the normal effect on the numbers of 
cost pools and allocation bases when an activity- 
based cost (ABC) system replaces a traditional 
cost system?
Cost pools Allocation bases
A. No effect No effect
B. Increase No effect
C. No effect Increase
D. Increase Increase
44. Brent Co. has intracompany service transfers 
from Division Core, a cost center, to Division Pro, 
a profit center. Under stable economic conditions, 
which of the following transfer prices is likely to 
be most conducive to evaluating whether both 
divisions have met their responsibilities?
A. Actual cost.
B. Standard variable cost.
C. Actual cost plus mark-up.
D. Negotiated price.
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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45. In a quality control program, which of the 
following is (are) categorized as internal failure 
costs?
I. Rework.
II. Responding to customer complaints.
III. Statistical quality control procedures.
A. I only.
B. II only.
C. III only.
D. I, II, and III.
46. As a consequence of finding a more depend­
able supplier, Dee Co. reduced its safety stock of 
raw materials by 80%. What is the effect of this 
safety stock reduction on Dee’s economic order 
quantity?
A. 80% decrease.
B. 64% decrease.
C. 20% increase.
D. No effect.
47. Probability (risk) analysis is
A. Used only for situations involving five or 
fewer possible outcomes.
Used only for situations in which the 
summation of probability weights is 
greater than one.
An extension of sensitivity analysis. 
Incompatible with sensitivity analysis.
B.
C.
D.
48. Briar Co. signed a government construction 
contract providing for a formula price of actual 
cost plus 10%. In addition, Briar was to receive 
one-half of any savings resulting from the formu­
la price being less than the target price of 
$2,200,000. Briar’s actual costs incurred were 
$1,920,000. How much should Briar receive from 
the contract?
A. $2,060,000
B. $2,112,000
C. $2,156,000
D. $2,200,000
49. Clay Co. has considerable excess manufac­
turing capacity. A special job order’s cost sheet 
includes the following applied manufacturing 
overhead costs:
Fixed costs 
Variable costs
$21,000
33,000
The fixed costs include a normal $3,700 allocation 
for in-house design costs, although no in-house 
design will be done. Instead the job will require 
the use of external designers costing $7,750. 
What is the total amount to be included in the 
calculation to determine the minimum acceptable 
price for the job?
A. $36,700
B. $40,750
C. $54,000
D. $58,050
50. Bell Co. changed from a traditional manufac­
turing philosophy to a just-in-time philosophy. 
What are the expected effects of this change on 
Bell’s inventory turnover and inventory as a per­
centage of total assets reported on Bell’s balance 
sheet?
Inventory
turnover
Inventory
percentage
A. Decrease Decrease
B. Decrease Increase
C. Increase Decrease
D. Increase Increase
Items 51 through 60 are in the area of 
accounting for governmental and not-for- 
profit organizations.
51. The primary emphasis in accounting and 
reporting for governmental funds is on
A. Flow of financial resources.
B. Income determination.
C. Capital maintenance.
D. Transfers relating to proprietary activities.
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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52. For which of the following governmental 
entities that use proprietary fund accounting 
should a statement of cash flows be presented?
Public benefit 
corporations
Governmental
utilities
A. No No
B. No Yes
C. Yes Yes
D. Yes No
53. The general purpose financial statements of 
a state government
A. May not be issued separately from the 
comprehensive annual financial report.
B. Are comprised of the combined financial 
statements and related notes.
C. Are synonymous with the comprehensive 
annual financial report.
D. Contain more detailed information 
regarding the sta te  government’s 
finances than is contained in the compre­
hensive annual financial report.
54. The operating statements of governmental 
units should embody the
A. All-inclusive approach.
B. Current performance approach.
C. Prospective approach.
D. Retroactive approach.
55. For governmental units, depreciation 
expense on assets acquired with capital grants 
externally restricted for capital acquisitions 
should be reported in which type of fund?
56. Shared revenues received by an enterprise 
fund of a local government for operating purposes 
should be recorded as
A. Operating revenues.
B. Nonoperating revenues.
C. Other financing sources.
D. Interfund transfers.
57. Taxes collected and held by Franklin County 
for a separate school district would be accounted 
for in which fund?
A. Special revenue.
B. Internal service.
C. Trust.
D. Agency.
58. A not-for-profit hospital issued long-term 
tax-exempt bonds for the hospital’s benefit. The 
hospital is responsible for the liability. Which 
fund may the hospital use to account for this 
liability?
A. Enterprise.
B. Specific purpose.
C. General.
D. General long-term debt account group.
59. Which fund may account for a university’s 
internally designated fund, the income from 
which will be used for a specified purpose?
A. Endowment fund.
B. Term endowment fund.
C. Quasi-endowment fund.
D. Restricted current fund.
Governmental Proprietary 60. Valley's community hospital normally
fund fund includes proceeds from sale of cafeteria meals in
A. Yes No A. Deductions from dietary service expenses.
B. Yes Yes B. Ancillary service revenues.
C. No No C. Patient service revenues.
D. No Yes D. Other revenues.
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Number 2 (Estimated time 25—40 minutes)
Number 2 consists of 25 items. Select the best 
answer for each item. Use a No. 2 pencil to blacken 
the appropriate ovals on the Objective Answer 
Sheet to indicate your answers. A nswer all 
items. Your grade will be based on the total num­
ber of correct answers.
Kimberly Corp. is a calendar year accrual 
basis corporation that commenced operations on 
January 1, 1990. The following adjusted accounts 
appear on Kimberly's records for the year ended 
December 31, 1993. Kimberly is not subject to the 
uniform capitalization rules.
Revenues and gains
Gross sales $2,000,000
Dividends;
20%-owned domestic corporation 10,000
XYZ Corp. 10,000
Interest:
U.S. treasury bonds 26,000
Municipal bonds 25,000
Insurance proceeds 40,000
Gain on sale:
Unimproved lot (1) 20,000
XYZ stock (2) 5,000
State franchise tax refund 14,000
Total 2,150,000
Costs and expenses 
Cost of goods sold 
Salaries and wages
Depreciation:
Real property 
Personal property (3)
Bad debt (4)
State franchise tax
Vacation expense
Interest expense (5)
Life insurance premiums
Federal income taxes
Entertainment expense
Other expenses
Total
Net income
350,000
470,000
50,000
100,000
10,000
25,000
10,000 
16,000 
20,000
200,000 
20,000 
29,000 
1,300,000 
$ 850,000
NUMBER 2 CONTINUED ON PAGE 48
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Additional information:
(1) Gain on the sale of unimproved lot— 
Purchased in 1991 for use in business for 
$50,000. Sold in 1993 for $70,000. Kimberly 
has never had any Sec. 1231 losses.
(2) Gain on sale of XYZ Stock—Purchased in 
1991.
(3) Personal Property—The book depreciation is 
the same as tax depreciation for all the prop­
erty th a t was placed in service before 
January 1, 1993. The book depreciation is 
straight line over the useful life, which is the 
same as class life. Company policy is to use 
half-year convention per books for personal 
property. Furniture and fixtures costing 
$56,000 were placed in service on January 1, 
1993.
(4) Bad Debt—Represents the increase in the 
allowance for doubtful accounts based on an 
aging of accounts receivable. Actual bad 
debts written off were $7,000.
(5) Interest expense on:
Mortgage loan 
Loan obtained to purchase 
municipal bonds 
Line of credit loan
$10,000
4,000
2,000
Required:
For items 61 through 65, determine the 
amount that should be reported on Kimberly cor­
poration's 1993 Federal income tax return. To 
record your answer, write the number in the 
boxes on the Objective Answer Sheet and black­
en the corresponding oval below each box. Write 
zeros in any blank boxes preceding your numeri­
cal answer, and blacken the zero in the oval below 
the box. You cannot receive credit for your 
answer if you fail to blacken the ovals.
Items to be Answered:
61. What amount of interest income is taxable 
from the U.S. Treasury bonds?
62. Determine the tax depreciation expense 
under the Modified Accelerated Cost 
Recovery System (MACRS), for the furniture
and fixtures that were placed in service on 
January 1, 1993. Assume that no irrevocable 
depreciation election is made. Round the 
answer to the nearest thousand. Kimberly 
did not use the alternative depreciation sys­
tem (ADS) or a straight-line method of depre­
ciation. No election was made to expense 
part of the cost of the property.
63. Determine the amount of bad debt to be 
included as an expense item.
64. Determine Kimberly's net long-term capital 
gain.
65. What amount of interest expense is deductible?
Required:
For items 66 through 70, select whether 
the following expenses are F  fully deductible, P  
partially deductible, or N  nondeductible, for reg­
ular tax purposes, on Kimberly's 1993 Federal 
income tax return. Blacken the corresponding 
oval on the Objective Answer Sheet to indicate 
your answer.
Items to be Answered:
66. Organization expense incurred at corporate 
inception in 1990 to draft the corporate char­
ter. No deduction was taken for the organiza­
tion expense in 1990.
67. Life insurance premiums paid by the corpo­
ration for its executives as part of their 
compensation for services rendered. The cor­
poration is neither the direct nor the indirect 
beneficiary of the policy and the amount of 
compensation is reasonable.
68. Vacation pay earned by employees which 
vested under a plan by December 31, 1993, 
and was paid February 1, 1994.
69. State franchise tax liability that has accrued 
during the year and was paid on March 15, 
1994.
70. Entertainment expense to lease a luxury sky- 
box during football season to entertain  
clients. A bona fide business discussion pre­
cedes each game. The cost of regular seats 
would have been one half the amount paid.
NUMBER 2 CONTINUED ON PAGE 49
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Required:
For items 71 through 75, select whether 
the following revenue items are F  fully taxable, 
P  partially  taxable, or N  nontaxable on 
Kimberly Corp.'s 1993 Federal income tax return 
for regular tax purposes. Blacken the correspond­
ing oval on the Objective Answer Sheet to indi­
cate your answer.
Items to be Answered:
71. Dividends from the 20%-owned domestic cor­
poration. The taxable income limitation does 
not apply. Kimberly does not have the ability 
to exercise significant influence.
72. Recovery of an account from prior year’s bad 
debts. Kimberly uses an estimate of uncol­
lectibles based on an aging of accounts 
receivable for book purposes. The account 
was written off for tax purposes and reduced 
Kimberly's income tax liability.
73. Refund of state franchise tax overpayment, 
previously expensed on Kimberly's 1991 fed­
eral tax return, thereby reducing federal 
taxes that year.
74. In terest income from municipal bonds 
purchased by Kimberly in 1992 on the open 
market.
75. Proceeds paid to Kimberly by reason of 
death, under a life insurance policy that 
Kimberly had purchased on the life of one of 
its vice-presidents. Kimberly was the benefi­
ciary and used the proceeds to pay the premi­
um charges for the group term insurance 
policy for its other employees.
Required:
Items 76 through 85 refer to Kimberly's 
need to determine if it will be subject to the alter­
native minimum tax. Determine whether the 
statement is true T  or false F . Blacken the cor­
responding oval on the Objective Answer Sheet.
Items to be Answered:
76.
77.
78.
79.
80.
81.
82.
83.
84.
85.
The method of depreciation for commercial 
real property to arrive at alternative mini­
mum taxable income before the adjusted 
current earnings (ACE) adjustment, is the 
straight-line method.
The corporate exemption amount reduces the 
alternative minimum taxable income.
The ACE adjustment can be a positive or 
negative amount.
Depreciation on personal property to arrive 
at alternative minimum taxable income 
before the ACE adjustment is straight-line 
over the MACRS recovery period.
The alternative minimum tax is the excess of 
the tentative minimum tax over the regular 
tax liability.
Municipal bond interest, other than from pri­
vate activity bonds, is includible income to 
arrive at alternative minimum taxable 
income before the ACE adjustment.
The maximum corporate exemption amount 
for minimum tax purposes is $150,000.
The 70% dividends received deduction is 
available to determine ACE.
Municipal bond interest is includible income 
to determine ACE.
The method of depreciation for personal 
property placed in service after 1989 for 
determining ACE is the sum-of-the-years'- 
digits method.
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Number 3 (Estimated time—25 to 40 minutes)
Number 3 consists of 40 items. Select the best 
answer for each item. Use a No. 2 pencil to blacken 
the appropriate ovals on the Objective Answer 
Sheet to indicate your answers. Answer all 
items. Your grade will be based on the total num­
ber of correct answers.
The Wayne City Council approved and adopted 
its budget for 1993. The budget contained the fol­
lowing amounts:
Estimated revenues $700,000
Appropriations 660,000
Authorized operating transfer to 
the Library debt service fund 30,000
During 1993, various transactions and events 
occurred which affected the general fund.
Required:
For items 86 through 125, select whether 
the item should be debited, C  should be 
credited, or N  is not affected. Blacken the corre­
sponding oval on the Objective Answer Sheet to 
indicate your answer.
Items 86 through 90 involve recording the 
adopted budget in the general fund.
86. Estimated revenues
87. Budgetary fund balance
88. Appropriations
89. Appropriations—Operating transfers out
90. Expenditures
Items 91 through 95 involve recording the 1993 
property tax levy in the general fund. It was esti­
mated that $5,000 would be uncollectible.
91. Property tax receivable.
92. Bad debt expense.
93. Allowance for uncollectibles—current.
94. Revenues.
95. Estimated revenues.
Items 96 through 100 involve recording, in the 
general fund, encumbrances at the time purchase 
orders are issued.
96. Encumbrances.
97. Budgetary fund balance reserved for 
encumbrances.
98. Expenditures.
99. Vouchers payable.
100. Purchases.
Items 101 through 105 involve recording, in the 
general fund, expenditures which had been previ­
ously encumbered in the current year.
101. Encumbrances.
102. Budgetary fund balance reserved for 
encumbrances.
103. Expenditures.
104. Vouchers payable.
105. Purchases.
Items 106 through 110 involve recording, in the 
general fund, the operating transfer of $30,000 
made to the Library debt service fund. (No previ­
ous entries were made regarding this transac­
tion.)
106. Residual equity transfer out.
107. Due from Library debt service fund.
108. Cash.
109. Other financial uses—operating transfers out.
110. Encumbrances.
Items 111 through 121 involve recording, in the 
general fund, the closing entries (other than 
encumbrances) for 1993.
111. Estimated revenues.
112. Budgetary fund balance.
113. Appropriations.
114. Appropriations—Operating transfers out.
115. Expenditures.
116. Revenues.
117. Other financial uses—Operating transfers 
out.
118. Allowance for uncollectibles—current.
119. Bad debt expense.
120. Depreciation expense.
121. Residual equity transfer out.
Items 122 through 125 involve recording, in the 
general fund, the closing entry relating to the 
$12,000 of outstanding encumbrances at the end 
of 1993 and an adjusting entry to reflect the 
intent to honor these commitments in 1994.
122. Encumbrances.
123. Budgetary fund balance reserved for 
encumbrances.
124. Unreserved fund balance.
125. Fund balance reserved for encumbrances.
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the examination room.
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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7. Unless otherwise instructed, if you want your Examination Question Booklet mailed to you, write your 
name and address in both places indicated on the back cover and place 52 cents postage in the space pro­
vided. Examination Question Booklets will be distributed no sooner than the day following the administra­
tion of this examination.
Examination Questions — May 1994
To turn the calculator on press C A. Display will read "0". The calculator automatically turns itself off 
approximately 8 minutes after the last entry. All data in the calculator will be lost once the calculator is 
off. We recommend that when you press   =  , you press CA before beginning a new calculation. The 
basic key descriptions are as follows:
On and Clear — Clears the calculator of all entries, including entries in memory, once calculator is on. 
 C.CE  Clear Calculation — Clears the Display.
  0 •••  9   Numericals — Inputs that number.
 '   Decimal — Indicates that all numbers to follow are decimals.
  +/-   Change sign — Changes plus (minus) to minus (plus).
+  & -  Add & Subtract — Adds the next number entered to, or subtracts the next number entered 
from, the displayed number.
 X  &  ÷  Multiply & Divide — Multiplies or divides the displayed number by the next number entered. 
Equal — Displays the results of all previously entered operations.
Square Root — Calculates the square root of the displayed number. It is unlikely that you will 
need to use this key during the exam.
  %   Percentage — Converts the displayed number to a percentage (i.e., divides it by 100) and com­
pletes all previously entered operations. It is unlikely that you will need to use this key during the 
exam.
  M+   Memory Add — Adds the displayed number to the balance in memory.
Memory Subtract — Subtracts the displayed number from the balance in memory.
 R.CM  Recall Memory — Pressed once, displays the balance in memory. Pressed twice in a row, elimi­
nates the balance in memory but not the displayed number.
= 
If your calculator does not work or malfunctions, a replacement calculator will be available from the proctor.
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Number 1 (Estimated time—130 to 140 minutes) 
Instructions
Select the best answer for each of the follow­
ing items. Use a No. 2 pencil to blacken the 
appropriate ovals on the Objective Answer Sheet 
to indicate your answers. M ark  on ly  one 
answer for each item. Answer all items. Your 
grade will be based on the total number of correct 
answers.
1. According to the FASB conceptual frame­
work, the process of reporting an item in the 
financial statements of an entity is
A. Allocation.
B. Matching.
C. Realization.
D. Recognition.
2. What are the Statem ents of Financial 
Accounting Concepts intended to establish?
A. Generally accepted accounting principles 
in financial reporting by business enter­
prises.
B. The meaning of “Present fairly in accor­
dance with generally accepted account­
ing principles.”
C. The objectives and concepts for use in 
developing standards of financial 
accounting and reporting.
D. The hierarchy of sources of generally 
accepted accounting principles.
3. Reporting inventory at the lower of cost or 
m arket is a departure from the accounting 
principle of
A. Historical cost.
B. Consistency.
C. Conservatism.
D. Full disclosure.
4. During a period when an enterprise is under 
the direction of a particular management, its 
financial statements will directly provide infor­
mation about
A. Both enterprise performance and man­
agement performance.
B. Management performance but n o t 
directly provide information about enter­
prise performance.
C. Enterprise performance but not directly 
provide information about management 
performance.
D. Neither enterprise performance nor man­
agement performance.
5. The primary purpose of a statement of cash 
flows is to provide relevant information about
A. Differences between net income and 
associated cash receipts and disburse­
ments.
B. An enterprise’s ability to generate future 
positive net cash flows.
C. The cash receipts and cash disburse­
ments of an enterprise during a period.
D. An enterprise’s ability to meet cash oper­
ating needs.
6. What is the purpose of information presented 
in notes to the financial statements?
A. To provide disclosures required by gener­
ally accepted accounting principles.
B. To correct improper presentation in the 
financial statements.
C. To provide recognition of amounts not 
included in the totals of the financial 
statements.
D. To present management’s responses to 
auditor comments.
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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7. Consolidated financial statements are typi­
cally prepared when one company has a control­
ling financial interest in another unless
A. The subsidiary is a finance company.
B. The fiscal year-ends of the two compa­
nies are more than three months apart.
C. Such control is likely to be temporary.
D. The two companies are in unrelated 
industries, such as manufacturing and 
real estate.
Items 9 and 10 are based on the following:
Vane Co.’s trial balance of income statement 
accounts for the year ended December 31, 1993, 
included the following:
Debit Credit
Sales $575,000
Cost of sales $240,000
Administrative expenses 70,000
Loss on sale of equipment 10,000
Sales commissions 50,000
Interest revenue 25,000
Freight out
Loss on early retirement
15,000
of long-term debt 
Uncollectible accounts
20,000
expense 15,000
Totals $420,000 $600,000
8. At December 31, 1992 and 1993, Apex Co. 
had 3,000 shares of $100 par, 5% cumulative pre­
ferred stock outstanding. No dividends were in 
arrears as of December 31, 1991. Apex did not 
declare a dividend during 1992. During 1993, 
Apex paid a cash dividend of $10,000 on its pre­
ferred stock. Apex should report dividends in 
arrears in its 1993 financial statements as a(an)
A. Accrued liability of $15,000.
B. Disclosure of $15,000.
C. Accrued liability of $20,000.
D. Disclosure of $20,000.
Other information 
Finished goods inventory:
January 1 , 1993 
December 31, 1993
$400,000
360,000
Vane's income tax rate is 30%. In Vane’s 1993 
multiple-step income statement,
9. What amount should Vane report as the cost 
of goods manufactured?
A. $200,000
B. $215,000
C. $280,000
D. $295,000
10. What amount should Vane report as income 
after income taxes from continuing operations?
A. $126,000
B. $129,500
C. $140,000
D. $147,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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11. Brite Corp. had the following liabilities at 
December 31, 1993:
Accounts payable $ 55,000
Unsecured notes, 8%, due 7-1-94 400,000
Accrued expenses 35,000
Contingent liability 450,000
Deferred income tax liability 25,000
Senior bonds, 7%, due 3-31-94 1,000,000
The contingent liability is an accrual for possible 
losses on a $1,000,000 lawsuit filed against Brite. 
Brite's legal counsel expects the suit to be settled 
in 1995, and has estimated that Brite will be 
liable for damages in the range of $450,000 to 
$750,000.
The deferred income tax liability is not related to 
an asset for financial reporting and is expected to 
reverse in 1995.
What amount should Brite report in its 
December 31, 1993, balance sheet for current 
liabilities?
A. $ 515,000
B. $ 940,000
C. $1,490,000
D. $1,515,000
12. The following information pertains to Grey 
Co. at December 31, 1993:
Checkbook balance 
Bank statement balance 
Check drawn on Grey's account, pay­
able to a vendor, dated and recorded 
12/31/93 but not mailed until 1/10/94
$12,000
16,000
1,800
On Grey's December 31, 1993, balance sheet, 
what amount should be reported as cash?
A. $12,000
B. $13,800
C. $14,200
D. $16,000
13. At December 31, 1993, Kale Co. had the fol­
lowing balances in the accounts it maintains at 
First State Bank:
Checking account #101 
Checking account #201 
Money market account 
90-day certificate of deposit, 
due 2-28-94
180-day certificate of deposit, 
due 3-15-94
$175,000 
( 10,000)
25,000
50,000
80,000
Kale classifies investments with original maturi­
ties of three months or less as cash equivalents. 
In its December 31, 1993, balance sheet, what 
amount should Kale report as cash and cash 
equivalents?
A. $190,000
B. $200,000
C. $240,000
D. $320,000
14. Nola Co. has adopted Statement of Financial 
Accounting Standards No. 115, Accounting for 
Certain Investm ents in Debt and Equity  
Securities. Nola has a portfolio of marketable 
equity securities which it does not intend to sell 
in the near term. How should Nola classify these 
securities, and how should it report unrealized 
gains and losses from these securities?
Classify as
A. Trading securities
B. Available-for-sale 
securities
C. Trading securities
D. Available-for-sale 
securities
Report as a
Component of income 
from continuing 
operations
Separate component 
of stockholders’ equity
Separate component 
of stockholders’ equity
Component of income 
from continuing 
operations
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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15. Delta, Inc. sells to wholesalers on terms of 
2/15, net 30. Delta has no cash sales but 50% of 
Delta’s customers take advantage of the discount. 
Delta uses the gross method of recording sales 
and trade receivables. An analysis of Delta’s 
trade receivables balances at December 31, 1993, 
revealed the following:
Age
0-15 days 
16 - 30 days 
31 - 60 days 
Over 60 days
Amount
$100,000
60,000
5,000
2,500
$167,500
Collectible
100%
95%
90%
$500
In its December 31, 1993, balance sheet, what 
amount should Delta report for allowance for dis­
counts?
A. $1,000
B. $1,620
C. $1,675
D. $2,000
16. In its financial statements, Pare, Inc. uses 
the cost method of accounting for its 15% owner­
ship of Sabe Co. At December 31, 1993, Pare has 
a receivable from Sabe. How should the receiv­
able be reported in Pare’s December 31, 1993, 
balance sheet?
A. The total receivable should be reported 
separately.
B. The total receivable should be included 
as part of the investment in Sabe, with­
out separate disclosure.
C. Eighty-five percent of the receivable 
should be reported separately, with the 
balance offset against Sabe’s payable to 
Pare.
D. The total receivable should be offset 
against Sabe’s payable to Pare, without 
separate disclosure.
17. Cole Co. began constructing a building for its 
own use in January 1993. During 1993, Cole 
incurred interest of $50,000 on specific construc­
tion debt, and $20,000 on other borrowings. 
Interest computed on the weighted-average 
amount of accumulated expenditures for the 
building during 1993 was $40,000. What amount 
of interest cost should Cole capitalize?
A. $20,000
B. $40,000
C. $50,000
D. $70,000
18. Turtle Co. purchased equipment on January 2, 
1991, for $50,000. The equipment had an estimat­
ed five-year service life. Turtle’s policy for five- 
year assets is to use the 200% double-declining 
depreciation method for the first two years of the 
asset’s life, and then switch to the straight-line 
depreciation method. In its December 31, 1993, 
balance sheet, what amount should Turtle report 
as accumulated depreciation for equipment?
A. $30,000
B. $38,000
C. $39,200
D. $42,000
19. On January 2, 1993, Kean Co. purchased a 
30% interest in Pod Co. for $250,000. On this 
date, Pod’s stockholders’ equity was $500,000. 
The carrying amounts of Pod’s identifiable net 
assets approximated their fair values, except for 
land whose fair value exceeded its carrying 
amount by $200,000. Pod reported net income of 
$100,000 for 1993, and paid no dividends. Kean 
accounts for this investment using the equity 
method and amortizes goodwill over ten years. In 
its December 31, 1993, balance sheet, what 
amount should Kean report as investment in 
subsidiary?
A. $210,000
B. $220,000
C. $270,000
D. $276,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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20. On January 2, 1993, Rafa Co. purchased a 
franchise with a useful life of ten years for 
$50,000. An additional franchise fee of 3% of fran­
chise operation revenues must be paid each year 
to the franchisor. Revenues from franchise opera­
tions amounted to $400,000 during 1993. In its 
December 31, 1993, balance sheet, what amount 
should Rafa report as an intangible asset- 
franchise?
A. $33,000
B $43,800
C. $45,000
D. $50,000
22. Under state law, Acme may pay 3% of eligi­
ble gross wages or it may reimburse the state 
directly for actual unemployment claims. Acme 
believes that actual unemployment claims will be 
2% of eligible gross wages and has chosen to 
reimburse the state. Eligible gross wages are 
defined as the first $10,000 of gross wages paid to 
each employee. Acme had five employees each of 
whom earned $20,000 during 1993. In its 
December 31, 1993, balance sheet, what amount 
should Acme report as accrued liability for unem­
ployment claims?
A. $1,000
B. $1,500
C. $2,000
D. $3,000
21. Hudson Hotel collects 15% in city sales taxes 
on room rentals, in addition to a $2 per room, per 
night, occupancy tax. Sales taxes for each month 
are due at the end of the following month, and 
occupancy taxes are due 15 days after the end of 
each calendar quarter. On January 3, 1994, 
Hudson paid its November 1993 sales taxes and 
its fourth quarter 1993 occupancy taxes. 
Additional information pertaining to Hudson's 
operations is:
1993
October
November
December
Room
rentals
$100,000
110,000
150,000
Room
nights
1,100
1,200
1,800
What amounts should Hudson report as sales 
taxes payable and occupancy taxes payable in its 
December 31, 1993, balance sheet?
Sales taxes Occupancy taxes
23. Since there is no reasonable basis for esti­
mating the degree of collectibility, Astor Co. uses 
the installment method of revenue recognition for 
the following sales:
1993 1992
Sales $900,000 $600,000
Collections from:
1992 sales 100,000 200,000
1993 sales 300,000 —
Accounts written off:
1992 sales 150,000 50,000
1993 sales 50,000 —
Gross profit percentage 40% 30%
A. $39,000 $6,000 A. $150,000
B. $39,000 $8,200 B. $160,000
C. $54,000 $6,000 C. $225,000
D. $54,000 $8,200 D. $250,000
What amount should Astor report as deferred 
gross profit in its December 31, 1993, balance 
sheet for the 1992 and 1993 sales?
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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24. Because Jab Co. uses different methods to 
depreciate equipment for financial statement and 
income tax purposes, Jab has temporary differ­
ences that will reverse during the next year and 
add to taxable income. Deferred income taxes 
that are based on these temporary differences 
should be classified in Jab's balance sheet as a
A. Contra account to current assets.
B. Contra account to noncurrent assets.
C. Current liability.
D. Noncurrent liability.
25. In the long-term liabilities section of its bal­
ance sheet at December 31, 1992, Mene Co. 
reported a capital lease obligation of $75,000, net 
of current portion of $1,364. Payments of $9,000 
were made on both January  2, 1993, and 
January 2, 1994. Mene’s incremental borrowing 
rate on the date of the lease was 11% and the 
lessor’s implicit rate, which was known to Mene, 
was 10%. In its December 31, 1993, balance 
sheet, what amount should Mene report as capi­
tal lease obligation, net of current portion?
A. $66,000
B. $73,500
C. $73,636
D. $74,250
26. One criterion for a capital lease is that the 
term of the lease must equal a minimum percent­
age of the leased property's estimated economic 
life at the inception of the lease. What is this 
minimum percentage?
A. 51%
B. 75%
C. 80%
D. 90%
27. An employer's obligation for postretirement 
health benefits that are expected to be provided 
to or for an employee must be fully accrued by the 
date the
A. Employee is fully eligible for benefits.
B. Employee retires.
C. Benefits are utilized.
D. Benefits are paid.
28. Payne, Inc. implemented a defined-benefit 
pension plan for its employees on January 2, 
1993. The following data are provided for 1993, as 
of December 31, 1993:
Accumulated benefit obligation 
Plan assets at fair value 
Net periodic pension cost 
Employer’s contribution
$103,000
78,000
90,000
70,000
What amount should Payne record as additional 
minimum pension liability at December 31, 1993?
A. $0
B. $ 5,000
C. $20,000
D. $45,000
29. On January 1, 1994, Oak Co. issued 400 of 
its 8%, $1,000 bonds at 97 plus accrued interest. 
The bonds are dated October 1, 1993, and mature 
on October 1, 2003. Interest is payable semiannu­
ally on April 1 and October 1. Accrued interest for 
the period October 1, 1993, to January 1, 1994, 
amounted to $8,000. On January 1, 1994, what 
amount should Oak report as bonds payable, net 
of discount?
A. $380,300
B. $388,000
C. $388,300
D. $392,000
30. The discount resulting from the determina­
tion of a note payable's present value should be 
reported on the balance sheet as a(an)
A. Addition to the face amount of the note.
B. Deferred charge separate from the note.
C. Deferred credit separate from the note.
D. Direct reduction from the face amount of 
the note.
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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31. East Corp., a calendar-year company, had 
sufficient retained earnings in 1993 as a basis for 
dividends, but was temporarily short of cash. 
East declared a dividend of $100,000 on April 1, 
1993, and issued promissory notes to its stock­
holders in lieu of cash. The notes, which were 
dated April 1, 1993, had a m aturity date of 
March 31, 1994, and a 10% interest rate. How 
should East account for the scrip dividend and 
related interest?
A. Debit retained earnings for $110,000 on 
April 1 , 1993.
Debit retained earnings for $110,000 on 
March 31, 1994.
Debit retained earnings for $100,000 on 
April 1, 1993, and debit interest expense 
for $10,000 on March 31, 1994.
Debit retained earnings for $100,000 on 
April 1, 1993, and debit interest expense 
for $7,500 on December 31, 1993.
B.
D.
32. On January 2, 1994, Lake Mining Co.’s board 
of directors declared a cash dividend of $400,000 
to stockholders of record on January 18, 1994, 
payable on February 10, 1994. The dividend is 
permissible under law in Lake’s state of incorpo­
ration. Selected data from Lake’s December 31, 
1993, balance sheet are as follows:
Accumulated depletion 
Capital stock 
Additional paid-in capital 
Retained earnings
$100,000
500,000
150,000
300,000
The $400,000 dividend includes a liquidating 
dividend of
A. $0
B. $100,000
C. $150,000
D. $300,000
33. On January  2, 1993, Kine Co. granted 
Morgan, its president, compensatory stock 
options to buy 1,000 shares of Kine’s $10 par com­
mon stock. The options call for a price of $20 per 
share and are exercisable for 3 years following 
the grant date. Morgan exercised the options on 
December 31, 1993. The market price of the stock 
was $50 on January  2, 1993, and $70 on 
December 31, 1993. By what net amount should 
stockholders’ equity increase as a result of the 
grant and exercise of the options?
A. $20,000
B. $30,000
C. $50,000
D. $70,000
34. On December 31, 1993, Moss Co. issued 
$1,000,000 of 11% bonds at 109. Each $1,000 
bond was issued with 50 detachable stock 
warrants, each of which entitled the bondholder 
to purchase one share of $5 par common stock for 
$25. Immediately after issuance, the market 
value of each warrant was $4. On December 31, 
1993, what amount should Moss record as 
discount or premium on issuance of bonds?
A. $ 40,000 premium.
B. $ 90,000 premium.
C. $110,000 discount.
D. $200,000 discount.
35. When property other than cash is invested in 
a partnership, at what amount should the non­
cash property be credited to the contributing 
partner’s capital account?
A. Fair value at the date of contribution. 
Contributing partner's original cost. 
Assessed valuation for property tax 
purposes.
Contributing partner's tax basis.
B.
C.
D.
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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36. Red and White formed a partnership in 1992. 
The partnership agreement provides for annual 
salary allowances of $55,000 for Red and $45,000 
for White. The partners share profits equally and 
losses in a 60/40 ratio. The partnership had earn­
ings of $80,000 for 1993 before any allowance to 
partners. What amount of these earnings should 
be credited to each partner’s capital account?
Red White
A. $40,000 $40,000
B. $43,000 $37,000
C. $44,000 $36,000
D. $45,000 $35,000
38. Which of the following statements is correct 
regarding the provision for income taxes in the 
financial statements of a sole proprietorship?
A. The provision for income taxes should be 
based on business income using individ­
ual tax rates.
B. The provision for income taxes should be 
based on business income using corpo­
rate tax rates.
C. The provision for income taxes should be 
based on the proprietor’s total taxable 
income, allocated to the proprietorship at 
the percentage that business income 
bears to the proprietor’s total income.
D. No provision for income taxes is required.
37. The following condensed balance sheet is pre­
sented for the partnership of Smith and Jones, 
who share profits and losses in the ratio of 60:40, 
respectively:
Other assets 
Smith, loan
Accounts payable 
Smith, capital 
Jones, capital
$450,000
20,000
$470,000
$120,000
195,000
155,000 
$470,000
The partners have decided to liquidate the part­
nership. If the other assets are sold for $385,000, 
what amount of the available cash should be dis­
tributed to Smith?
A. $136,000
B. $156,000
C. $159,000
D. $195,000
39. Which of the following statements is correct 
regarding accounting changes that result in 
financial statements that are, in effect, the state­
ments of a different reporting entity?
A. Cumulative-effect adjustments should be 
reported as separate items on the finan­
cial statements pertaining to the year of 
change.
B. No restatem ents or adjustments are 
required if the changes involve consoli­
dated methods of accounting for sub­
sidiaries.
C. No restatem ents or adjustments are 
required if the changes involve the cost 
or equity methods of accounting for 
investments.
D. The financial statements of all prior periods 
presented should be restated.
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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40. The effect of a material transaction that is 
infrequent in occurrence but not unusual in 
nature should be presented separately as a com­
ponent of income from continuing operations 
when the transaction results in a
Gain Loss
A. Yes Yes
B. Yes No
C. No No
D. No Yes
43. Jent Corp. purchased bonds at a discount of 
$10,000. Subsequently, Jent sold these bonds at a 
premium of $14,000. During the period that Jent 
held this investment, amortization of the dis­
count amounted to $2,000. What amount should 
Jent report as gain on the sale of bonds?
A. $12,000
B. $22,000
C. $24,000
D. $26,000
41. Wren Co. sells equipment on installment con­
tracts. Which of the following statements best 
justifies Wren’s use of the cost recovery method of 
revenue recognition to account for these install­
ment sales?
A. The sales contract provides that title to 
the equipment only passes to the pur­
chaser when all payments have been 
made.
B. No cash payments are due until one year 
from the date of sale.
C. Sales are subject to a high rate of return.
D. There is no reasonable basis for estimat­
ing collectibility.
42. Compared to the accrual basis of accounting, 
the cash basis of accounting understates income by 
the net decrease during the accounting period of
Accounts receivable
A. Yes
B. Yes
C. No
D. No
Accrued
expenses
Yes
No
No
Yes
44. In 1993, Gar Corp. collected $300,000 as 
beneficiary of a keyman life insurance policy car­
ried on the life of Gar’s controller, who had died 
in 1993. The life insurance proceeds are not sub­
ject to income tax. At the date of the controller’s 
death, the policy’s cash surrender value was 
$90,000. What amount should Gar report as 
revenue in its 1993 income statement?
A. $0
B. $ 90,000
C. $210,000
D. $300,000
45. On January 2, 1993, Lem Corp. bought 
machinery under a contract that required a down 
payment of $10,000, plus 24 monthly payments of 
$5,000 each, for total cash payments of $130,000. 
The cash equivalent price of the machinery was 
$110,000. The machinery has an estimated useful 
life of ten years and estimated salvage value of 
$5,000. Lem uses straight-line depreciation. In its 
1993 income statement, what amount should 
Lem report as depreciation for this machinery?
A. $10,500
B. $11,000
C. $12,500
D. $13,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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46. A bond issued on June 1, 1993, has interest 
payment dates of April 1 and October 1. Bond 
interest expense for the year ended December 31, 
1993, is for a period of
A. Three months.
B. Four months.
C. Six months.
D. Seven months.
49. On December 1, 1993, Clay Co. declared and 
issued a 6% stock dividend on its 100,000 shares 
of outstanding common stock. There was no other 
common stock activity during 1993. What num­
ber of shares should Clay use in determining 
earnings per share for 1993?
A. 100,000
B. 100,500
C. 103,000
D. 106,000
47. For the year ended December 31, 1993, Grim 
Co.'s pretax financial statement income was 
$200,000 and its taxable income was $150,000. 
The difference is due to the following:
Interest on municipal bonds $ 70,000
Premium expense on keyman life 
insurance (20,000)
Total $ 50,000
Grim's enacted income tax rate is 30%. In its 
1993 income statement, what amount should 
Grim report as current provision for income tax 
expense?
A. $45,000
B. $51,000
C. $60,000
D. $66,000
48. An extraordinary item should be reported 
separately on the income statement as a compo­
nent of income
A.
B.
C.
D.
Net of 
income taxes
Yes
Yes
No
No
Before discontinued 
operations of a 
segment of a business
Yes
No
No
Yes
50. Fara Co. reported bonds payable of $47,000 at 
December 31, 1992, and $50,000 at December 31, 
1993. During 1993, Fara issued $20,000 of bonds 
payable in exchange for equipment. There was no 
amortization of bond premium or discount during 
the year. What amount should Fara report in its 
1993 statement of cash flows for redemption of 
bonds payable?
A. $ 3,000
B. $17,000
C. $20,000
D. $23,000
51. Kiwi, Inc.'s planned combination with Mori 
Co. on January 1, 1994, can be structured either 
as a purchase or a pooling of interests. In a pur­
chase, Kiwi would acquire Mori's identifiable net 
assets for more than their book values. These 
book values approximate fair values. Mori's 
assets consist of current assets and depreciable 
noncurrent assets. Ignoring costs required to 
effect the combination and income tax expense, 
how would the combined entity's 1994 net income 
under purchase accounting compare to that under 
pooling of interests accounting?
A. Less than pooling.
B. Equal to pooling.
C. Greater than pooling.
D. Not determinable from information 
given.
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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52. A business combination occurs in the middle 
of the year. Results of operations for the year of 
combination would include the combined results 
of operations of the separate companies for the 
entire year if the business combination is a
Purchase Pooling of interests
A. Yes Yes
B. Yes No
C. No No
D. No Yes
53. For the purpose of estimating income taxes 
to be reported in personal financial statements, 
assets and liabilities measured at their tax bases 
should be compared to assets and liabilities mea­
sured at their
Assets Liabilities
A. Estimated current value
B. Historical cost
C. Estimated current value
D. Historical cost
Estimated current 
amount 
Historical cost 
Historical cost 
Estimated current 
amount
54. Which of the following accounting bases may 
be used to prepare financial statements in confor­
mity with a comprehensive basis of accounting 
other than generally accepted accounting princi­
ples?
I. Basis of accounting used by an entity to file 
its income tax return.
II. Cash receipts and disbursements basis of 
accounting.
A. I only.
B. II only.
C. Both I and II.
D. Neither I nor II.
Items 55 and 56 are based on the following:
On January 1, 1993, Owen Corp. purchased all of 
Sharp Corp.'s common stock for $1,200,000. On 
that date, the fair values of Sharp's assets and 
liabilities equaled their carrying amounts of 
$1,320,000 and $320,000, respectively. Owen's 
policy is to amortize intangibles over 10 years. 
During 1993, Sharp paid cash dividends of 
$20,000.
Selected information from the separate bal­
ance sheets and income statements of Owen and 
Sharp as of December 31, 1993, and for the year 
then ended follows:
Owen
Balance sheet accounts 
Investment in subsidiary 
Retained earnings 
Total stockholders' equity
Income statement accounts 
Operating income 
Equity in earnings of Sharp 
Net income
$1,300,000
1,240,000
2,620,000
420,000
120,000
400,000
Sharp
560,000
1, 120,000
200,000
140,000
55. In Owen's 1993 consolidated income state­
ment, what amount should be reported for amor­
tization of goodwill?
A. $0
B. $12,000
C. $18,000
D. $20,000
56. In Owen's December 31, 1993, consolidated 
balance sheet, what amount should be reported 
as total retained earnings?
A. $1,240,000
B. $1,360,000
C. $1,380,000
D. $1,800,000
MULTIPLE-CHOICE WORK SPACE— This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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57. During 1993, Smith Co. filed suit against 
West, Inc. seeking damages for patent infringe­
ment. At December 31, 1993, Smith’s legal coun­
sel believed that it was probable that Smith 
would be successful against West for an esti­
mated amount in the range of $75,000 to 
$150,000, with all amounts in the range con­
sidered equally likely. In March 1994, Smith was 
awarded $100,000 and received full payment 
thereof. In its 1993 financial statements, issued 
in February 1994, how should this award be 
reported?
A. As a receivable and revenue of $100,000.
B. As a receivable and deferred revenue of
$ 100,000.
C. As a disclosure of a contingent gain of
$100,000.
D. As a disclosure of a contingent gain of an 
undetermined amount in the range of 
$75,000 to $150,000.
59. During a period of inflation in which an asset 
account remains constant, which of the following 
occurs?
A. A purchasing power gain, if the item is a 
monetary asset.
B. A purchasing power gain, if the item is a 
nonmonetary asset.
C. A purchasing power loss, if the item is a 
monetary asset.
D. A purchasing power loss, if the item is a 
nonmonetary asset.
60. At December 30, 1993, Vida Co. had cash of 
$200,000, a current ratio of 1.5:1 and a quick 
ratio of .5:1. On December 31, 1993, all cash was 
used to reduce accounts payable. How did these 
cash payments affect the ratios?
58. In its financial statements, Hila Co. discloses 
supplemental information on the effects of chang­
ing prices in accordance with Statem ent of 
Financial Accounting Standards No. 89, Financial 
Reporting and Changing Prices. Hila computed 
the increase in current cost of inventory as follows:
Increase in current 
cost (nominal dollars) 
Increase in current 
cost (constant dollars)
$15,000
$12,000
What amount should Hila disclose as the infla­
tion component of the increase in current cost of 
inventories?
A. $ 3,000
B. $12,000
C. $15,000
D. $27,000
Current ratio Quick ratio
A. Increased Decreased
B. Increased No effect
C. Decreased Increased
D. Decreased No effect
QUESTION NUMBER 2 BEGINS ON PAGE 65
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Question 2 consists of 10 items. Select the best answer for each item. Use a No. 2 pencil to blacken the 
appropriate ovals on the Objective Answer Sheet to indicate your answers. Answer all items. Your 
grade will be based on the total number of correct answers.
On January 2 , 1993, Quo, Inc. hired Reed to be its controller. During the year, Reed, working closely with 
Quo’s president and outside accountants, made changes in accounting policies, corrected several errors 
dating from 1992 and before, and instituted new accounting policies.
Quo’s 1993 financial statements will be presented in comparative form with its 1992 financial state­
ments.
Required:
Items 61 through 70 represent Quo’s transactions. List A represents possible classifications of 
these transactions as: a change in accounting principle, a change in accounting estimate, a correction of 
an error in previously presented financial statements, or neither an accounting change nor an accounting 
error.
List B represents the general accounting treatment required for these transactions. These treat­
ments are:
• Cumulative effect approach—Include the cumulative effect of the adjustment resulting from the 
accounting change or error correction in the 1993 financial statements, and do not restate the 1992 
financial statements.
• Retroactive restatement approach—Restate the 1992 financial statements and adjust 1992 begin­
ning retained earnings if the error or change affects a period prior to 1992.
• Prospective approach—Report 1993 and future financial statements on the new basis, but do not 
restate 1992 financial statements.
Financial Accounting & Reporting — Business Enterprises
NUMBER 2 CONTINUED ON PAGE 66
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For each item, select one from List A and one from List B and blacken the corresponding ovals on the 
Objective Answer Sheet.
List A (Select one)
A. Change in accounting principle.
B. Change in accounting estimate.
C. Correction of an error in previously presented
financial statements.
D. Neither an accounting change nor an account­
ing error.
List B (Select one )
X. Cumulative effect approach.
Y. Retroactive restatement approach.
Z. Prospective approach.
Items to be answered:
61. Quo manufactures heavy equipment to customer specifications on a contract basis. On the basis that 
it is preferable, accounting for these long-term contracts was switched from the completed-contract 
method to the percentage-of-completion method.
62. As a result of a production breakthrough, Quo determined that manufacturing equipment previously 
depreciated over 15 years should be depreciated over 20 years.
63. The equipment that Quo manufactures is sold with a five-year warranty. Because of a production 
breakthrough, Quo reduced its computation of warranty costs from 3% of sales to 1% of sales.
64. Quo changed from LIFO to FIFO to account for its finished goods inventory.
65. Quo changed from FIFO to average cost to account for its raw materials and work in process inventories.
66. Quo sells extended service contracts on its products. Because related services are performed over 
several years, in 1993 Quo changed from the cash method to the accrual method of recognizing 
income from these service contracts.
67. During 1993, Quo determined that an insurance premium paid and entirely expensed in 1992 was 
for the period January 1, 1992, through January 1, 1994.
68. Quo changed its method of depreciating office equipment from an accelerated method to the straight- 
line method to more closely reflect costs in later years.
69. Quo instituted a pension plan for all employees in 1993 and adopted Statement of Financial 
Accounting Standards No. 87, Employers' Accounting for Pensions. Quo had not previously had a 
pension plan.
70. During 1993, Quo increased its investment in Worth, Inc. from a 10% interest, purchased in 1992, to 
30%, and acquired a seat on Worth’s board of directors. As a result of its increased investment. Quo 
changed its method of accounting for investment in subsidiary from the cost method to the equity 
method.
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Number 3 (Estimated time 15—25 minutes)
Question 3 consists of 12 items. Select the best 
answer for each item. Use a No. 2 pencil to black­
en the appropriate ovals on the Objective Answer 
Sheet to indicate your answers. A nsw er all 
items. Your grade will be based on the total num­
ber of correct answers.
Edge Co., a toy manufacturer, is in the process of 
preparing its financial statements for the year 
ended December 31, 1993. Edge expects to issue 
its 1993 financial statements on March 1 , 1994.
Required:
Item s 71 th ro u g h  82 represent various 
information that has not been reflected in the 
financial statements. For each item, the following 
two responses are required:
a. Determine if an adjustment is required 
and select the appropriate amount, if any, from 
the list below.
b. Determine (Yes/No) if additional disclo­
sure is required, either on the face of the finan­
cial statements or in the notes to the financial 
statements.
Blacken the corresponding ovals on the 
Objective Answer Sheet.
Adjustment amounts____
A. No adjustment is required
B. $100,000
C. $150,000
D. $250,000
E. $400,000
F. $500,000
Items to be answered:
71. Edge owns a small warehouse located on the 
banks of a river in which it stores inventory 
worth approximately $500,000. Edge is not 
insured against flood losses. The river last 
overflowed its banks twenty years ago.
72. During 1993, Edge began offering certain 
health care benefits to its eligible retired 
employees. Edge’s actuaries have determined 
that the discounted expected cost of these 
benefits for current employees is $150,000.
73. Edge offers an unconditional warranty on its 
toys. Based on past experience, Edge esti­
mates its warranty expense to be 1% of sales. 
Sales during 1993 were $10,000,000.
74. On October 30, 1993, a safety hazard related 
to one of Edge’s toy products was discovered. 
It is considered probable that Edge will be 
liable for an amount in the range of $100,000 
to $500,000.
75. On November 22, 1993, Edge initiated a law­
suit seeking $250,000 in damages from 
patent infringement.
76. On December 17, 1993, a former employee 
filed a lawsuit seeking $100,000 for unlawful 
dismissal. Edge’s attorneys believe the suit is 
without merit. No court date has been set.
77. On December 15, 1993, Edge guaranteed a 
bank loan of $100,000 for its president's per­
sonal use.
78. On December 31, 1993, Edge’s board of direc­
tors voted to discontinue the operations of its 
computer games division and sell all the 
assets of the division. The division was sold 
on February 15, 1994. On December 31,
1993, Edge estimated that losses from opera­
tions, net of tax, for the period January 1,
1994, through February 15, 1994, would be 
$400,000 and that the gain from the sale of 
the division’s assets, net of tax, would be 
$250,000. These estimates were materially 
correct.
79. On January 5, 1994, a warehouse containing 
a substantial portion of Edge’s inventory was 
destroyed by fire. Edge expects to recover the 
entire loss, except for a $250,000 deductible, 
from insurance.
80. On January 24, 1994, inventory purchased 
FOB shipping point from a foreign country 
was detained at th a t country’s border 
because of political unrest. The shipment is 
valued at $150,000. Edge’s attorneys have 
stated that it is probable that Edge will be 
able to obtain the shipment.
81. On January 30, 1994, Edge issued $10,000,000 
bonds at a premium of $500,000.
82. On February 4, 1994, the IRS assessed Edge 
an additional $400,000 for the 1992 tax year. 
Edge’s tax attorneys and tax accountants 
have stated that it is likely that the IRS will 
agree to a $100,000 settlement.
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Number 4 (Estimated time 30—40 minutes)
York Co. sells one product, which it purchases from various suppliers. York’s trial balance at 
December 31, 1993, included the following accounts:
Sales (33,000 units @ $16)
Sales discounts
Purchases
Purchase discounts
Freight-in
Freight-out
$528,000
7,500
368,900
18,000
5,000
11,000
York Co.’s inventory purchases during 1993 were as follows:
Cost Total
Units per unit cost
Beginning inventory, January 1 8,000 $8.20 $ 65,600
Purchases, quarter ended March 31 12,000 8.25 99,000
Purchases, quarter ended June 30 15,000 7.90 118,500
Purchases, quarter ended September 30 13,000 7.50 97,500
Purchases, quarter ended December 31 7,000 7.70 53,900
55,000 $434,500
Additional information:
York’s accounting policy is to report inventory in its financial statements at the lower of cost or market, 
applied to total inventory. Cost is determined Under the last-in, first-out (LIFO) method.
York has determined that, at December 31, 1993, the replacement cost of its inventory was $8 per unit 
and the net realizable value was $8.80 per unit. York’s normal profit margin is $1.05 per unit.
Required:
a. Prepare York’s schedule of cost of goods sold, with a supporting schedule of ending inventory. 
York uses the direct method of reporting losses from market decline of inventory.
b. Explain the rule of lower of cost or market and its application in this situation.
6 8
Chris Green, CPA, is auditing Rayne Co.’s 1993 financial statements. The controller, Dunn, has provided
Green with the following information;
• At December 31, 1992, Rayne had a note payable to Federal Bank with a balance of $90,000. The 
annual principal payment of $10,000, plus 8% interest on the unpaid balance, was paid when due on 
March 31, 1993.
• On January 2, 1993, Rayne leased two automobiles for executive use under a capital lease. Five 
annual lease payments of $15,000 are due beginning January 3, 1993. Rayne’s incremental borrowing 
rate on the date of the lease was 11% and the lessor’s implicit rate, which was known by Rayne, was 
10%. The lease was properly recorded at $62,500, before the first payment was made.
• On July 1, 1993, Rayne received proceeds of $538,000 from a $500,000 bond issuance. The bonds 
mature in 15 years and interest of 11% is payable semiannually on June 30 and December 31. The 
bonds were issued at a price to yield investors 10%. Rayne uses the effective interest method to amor­
tize bond premium.
• For the year ended December 31, 1993, Rayne has adopted Statement of Financial Accounting 
Standards No. 109, Accounting for Income Taxes. Dunn has prepared a schedule of all differences 
between financial statement and income tax return income. Dunn believes that as a result of pending 
legislation, the enacted tax rate at December 31, 1993, will be increased for 1994. Dunn is uncertain 
which differences to include and which rates to apply in computing deferred taxes under FASB 109. 
Dunn has requested an overview of FAS 109 from Green.
Required:
a. Prepare a schedule of interest expense for the year ended December 31, 1993.
b. Prepare a brief memo to Dunn from Green:
• identifying the objectives of accounting for income taxes,
• defining temporary differences,
• explaining how to measure deferred tax assets and liabilities, and
• explaining how to measure deferred income tax expense or benefit.
Financial Accounting & Reporting — Business Enterprises
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Examination Answers — May 1994
a. Jackson is correct. Baker, as an agent acting 
on behalf of an undisclosed principal (Best), is 
personally liable for any contracts entered into in 
that capacity.
b. Martin’s first position that Green is not 
entitled to inspect the partnership books or par­
ticipate in partnership management is correct. 
Green, as an assignee of Kent’ partnership interest, 
is entitled to receive Kent’s share of partnership 
profits only. Green is not entitled, as an assignee 
of Kent’s partnership interest, to inspect the part­
nership records or to participate in the manage­
ment of the partnership.
Martin’s second position that only the part­
nership is responsible for the debt owed Laco is 
incorrect. Although the partnership is primarily 
liable for the unpaid bills, both Martin and Kent, 
as Best’s partners, are personally liable for the 
unpaid amount of the debt. Laco will be entitled 
to seek recovery against Martin or Kent for the 
full amount owed.
c. Kent's first position that only Martin is liable 
for the 1993 operating loss because of the assign­
ment of Kent's partnership interest to Green is 
incorrect. A partner’s assignment of a partner­
ship interest does not terminate that partner’s 
liability for the partnership’s losses and debts.
Kent's second position that any personal lia­
bility of the partners for the 1993 operating loss 
should be allocated on the basis of their original 
capital contributions is incorrect. The 1993 loss 
will be allocated in the same way that profits 
were to be allocated between the parties, that is, 
equally, because Martin and Kent had not agreed 
on the method for allocating losses between them­
selves.
A nsw er 4 (10 points) Answer 5 (10 points)
Suburban is correct concerning the agree­
ment to share utility costs with Bridge. A modifi­
cation of a contract requires consideration to be 
binding on the parties. Suburban is not bound by 
the lease modification because Suburban did not 
receive any consideration in exchange for its 
agreement to share the cost of utilities with 
Bridge.
Suburban is not correct with regard to the 
Dart offer. An offer can be revoked at any time 
prior to acceptance. This is true despite the fact 
that the offer provides that it will not be with­
drawn prior to a stated time. If no consideration 
is given in exchange for this promise not to with­
draw the offer, the promise is not binding on the 
offeror. The offer provided that Suburban’s accep­
tance would not be effective until received. Dart’s 
June 10 revocation terminated Dart's offer. Thus, 
Suburban’s June 9 acceptance was not effective.
Suburban is correct with regard to World’s 
claim. The general rule is that destruction of, or 
damage to, the subject matter of a contract with­
out the fault of either party terminates the con­
tract. In this case, Suburban is not liable to World 
because Suburban is discharged from its contrac­
tual duties as a result of the fire, which made 
performance by it under the lease objectively 
impossible.
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Auditing
A nsw er 4 (10 points)
a. Tyler’s work may be relevant to North in 
obtaining a sufficient understanding of the design 
of General’s internal control structure policies 
and procedures, in determining whether they 
have been placed in operation, and in assessing 
risk. Since an objective of most internal audit 
functions is to review, assess, and monitor internal 
control policies and procedures, the procedures 
performed by Tyler in this area may provide use­
ful information to North.
Tyler’s work may also provide direct evidence 
about material misstatements in assertions about 
specific account balances or classes of transac­
tions. Therefore, Tyler’s work may be relevant to 
North in planning substantive procedures. 
Consequently, North may be able to change the 
nature, timing, or extent of certain procedures.
North may request direct assistance from 
Tyler. This direct assistance relates to work 
North specifically requests Tyler to perform to 
complete some aspect of North’s work.
b. If North concludes that Tyler’s work is rele­
vant to North’s audit of General’s financial state­
ments, North should consider whether it would 
be efficient to consider how Tyler’s work might 
affect the nature, timing, and extent of North’s 
audit procedures. If so, North should assess 
Tyler’s competence and objectivity in light of the 
intended effect of Tyler’s work on North’s audit.
North ordinarily should inquire about Tyler’s 
organizational status within General and about 
Tyler’s application of the professional internal 
auditing standards developed by the Institute of 
Internal Auditors and the General Accounting 
Office. North also should ask about Tyler’s inter­
nal audit plan, including the nature, timing, and 
extent of the audit work performed. Additionally, 
North should inquire about Tyler’s access to 
General’s records and whether there are any limi­
tations on the scope of Tyler’s activities.
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a. Although there is a presumption that King 
will request the confirmation of Cycle’s accounts 
receivable, Kang could justify omitting this proce­
dure if Cycle’s accounts receivable are immaterial 
to its financial statements. King could also justify 
omitting this procedure if the expected response 
rates to properly designed confirmation requests 
will be inadequate, or if responses will be unreli­
able. In these circumstances, King may deter­
mine that the use of confirmations would be inef­
fective.
Additionally, King could justify omitting the 
confirmation of Cycle’s accounts receivable if 
King’s combined assessed level of inherent and 
control risk is low and the assessed level, in con­
junction with the evidence expected to be provided 
by analytical procedures or other substantive 
tests of details, is sufficient to reduce audit risk 
to an acceptably low level for the applicable 
financial statement assertions.
A nsw er 5 (10 points) c. The nature of the alternative procedures 
King would apply when replies to positive confir­
mation requests are not received varies according 
to the account and assertion in question. Possible 
alternative procedures include examining subse­
quent cash receipts, and matching such receipts 
with the actual items being paid. King would also 
consider inspecting Cycle’s shipping documents or 
invoices, or Cycle’s customers’ purchase orders on 
file. Inspecting correspondence between Cycle 
and its customers could provide additional evi­
dence. King may also establish the existence of 
Cycle’s customers by reference to credit sources 
such as Dun & Bradstreet.
b. Among the factors likely to affect the reliabil­
ity of confirmations that King sends is King’s 
decision in choosing the confirmation form. Some 
positive forms request agreement or disagree­
ment with information stated on the form; other 
positive forms, known as blank forms, request the 
respondent to fill in the balance or furnish other 
information; negative forms request a response 
only if there is disagreement with the informa­
tion stated on the request.
King’s prior experience with Cycle or similar 
clients is also likely to affect reliability because 
King probably would have prior knowledge of the 
expected confirmation response rates, inaccurate 
information on prior years’ confirmations, and 
misstatements identified during prior audits.
The nature of the information being con­
firmed may affect the competence of the evidence 
obtained as well as the response rate. For exam­
ple, Cycle’s customers’ accounting systems may 
permit confirmation of individual transactions, 
but not account balances, or vice versa.
Additionally, King’s sending of each confir­
mation request to the proper respondent will likely 
provide meaningful and competent evidence. 
Each request should be sent to a person who King 
believes is knowledgeable about the information 
to be confirmed.
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Answer 4 (10 points) 
a.
York Co.
Schedule of Cost of Goods Sold
For the Year Ended December 31 , 1993
Beginning inventory 
Add: Purchases 
Less: Purchase discounts 
Add: Freight-in
Goods available for sale 
Less: Ending inventory 
Cost of Goods Sold
$ 65,600 
368,900 
(18,000) 
5,000
421,500 
(176,000) [1] 
$245,500
York Co.
Supporting Schedule of Ending Inventory
December 31 , 1993
Inventory at cost (LIFO):
Cost Total
Units per unit cost
Beginning inventory, January 1 8,000 $8.20 $ 65,600
Purchases, quarter ended March 31 12,000 8.25 99,000
Purchases, quarter ended June 30 2,000 7.90 15,800
22,000 $180,400
Inventory at market:
22,000 units @ $8 = $176,000 [1]
b. Inventory should be valued at the lower of cost or market. Market means current replacement cost, 
except that:
(1) Market should not exceed the net realizable value; and
(2) Market should not be less than net realizable value reduced by an allowance for an 
approximately normal profit margin.
In this situation, because replacement cost ($8 per unit) is less than net realizable value, but greater 
than net realizable value reduced by a normal profit margin, replacement cost is used as market. 
Because inventory valued at market ($176,000) is lower than inventory valued at cost ($180,400), inven­
tory should be reported in the financial statements at market.
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Examination Answers — May 1994
Answer 5 (10 points)
a.
Rayne Co.
SCHEDULE OF INTEREST EXPENSE
For the Year Ended December 31 , 1993
Note payable $ 6,600 [1]
Capital lease obligation 4,750 [2]
Bonds payable 26,900 [3]
Total interest expense $38,250
[1] 1,800 (90,000 X 8% X 3/12) + 4,800 (80,000 x 8% x 9/12)
[2] 10% X 47,500 (62,500 -  15,000)
[3] 538,000 X 10% X ½
b. To: Dunn
From: Green
Re: Accounting for income taxes
Below is a brief overview of accounting for income taxes in accordance with FAS 109.
The objectives of accounting for income taxes are to recognize (a) the amount of taxes payable or refund­
able for the current year, and (b) deferred tax liabilities and assets for the estimated future tax conse­
quences of temporary differences and carryforwards. Temporary differences are differences between the 
tax basis of assets or liabilities and their reported amounts in the financial statements that will result in 
taxable or deductible amounts in future years.
Deferred tax assets and liabilities are measured based on the provisions of enacted tax law; the effects of 
future changes in the tax laws or rates are not anticipated. The measurement of deferred tax assets is 
reduced, if necessary, by a valuation allowance to reflect the net asset amount that is more likely than 
not to be realized. Deferred income tax expense or benefit is measured as the change during the year in 
an enterprise's deferred tax liabilities and assets.
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INDEX -  QUESTIONS
H O W  T O  U SE T H IS INDEX: This index presents examination question number references for the four sections of the CPA 
examination — Business Law & Professional Responsibilities, Auditing, Accounting & Reporting—Taxation, Managerial, and 
Governmental and Not-for-Profit Organizations, and Financial Accounting & Reporting—Business Enterprises. Each examination 
section has been organized according to its content specification outline, with questions indexed according to the areas and groups 
tested.
The question references listed in the right-hand column are designated as follows; The letter M following question numbers indi­
cates a multiple choice item. For example, the reference 17M means multiple choice item number 17. Absence of the letter M indi­
cates an other objective answer format or essay question.
Business Law & Professional Responsibilities — Content Specification Outline
I. Professional Responsibilities.
A. Code of Conduct and Other Responsibilities......................  1M,2M,3M,4M,5M,6M,7M,8M
B. The CPA and the Law.......................................................... 9M,10M,2
II. Business Organizations.
A. Agency.................................................................................  4
B. Partnerships and Joint Ventures...................................... . 4
C. Corporations.........................................................................  11M,12M,13M,14M
D. Estates and Trusts.................................................................  15M,16M,17M,18M,19M,20M
III. Contracts.
A. Formation.............................................................................  5
B. Performance.........................................................................
C. Third-Party Assignments.....................................................
D. Discharge, Breach, and Remedies.......................................  5
IV. Debtor-Creditor Relationships.
A. Rights and Duties — Debtors and Creditors........................  21M,22M,23M
B. Rights and Duties — Guarantors ........................................  24M,25M
C. Bankruptcy...........................................................................  2
V. Government Regulation of Business.
A. Regulation of Employment.................................................. 26M,27M,28M,29M,30M
B. Federal Securities Acts......................................................... 31M,32M,33M,34M,35M,36M,37M,38M,39M,
40M
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VI. Uniform Commercial Code.
A. Commercial Paper...............
B. Sales.....................................
C. Secured Transactions...........
VII. Property.
A. Real Property.......................
B. Personal Property................
C. Fire and Casualty Insurance.
3
41M,42M,43M,44M,45M,46M,47M 
48M,49M,50M,51M,52M,53M,54M,55M
56M,57M,58M,59M
60M
3
Auditing — Content Specification Outline
I. Planning the Engagement.
A. Pre-engagement Acceptance Activities...............................  1M,2M
B. Staffing and Supervision Requirements..............................  3M
C. Understanding the Entity’s Business and Its Industry........  4M
D. Analytical Procedures..........................................................  5M
E. Audit Risk and Materiality................................................... 3
F. Errors, Irregularities, and Illegal Acts.................................  6M,7M
G. Documentation and Audit Programs...................................  8M
H. Engagement Responsibilities............................................... 9M,10M,11M,12M,13M,14M
I. Quality Control Considerations..........................................  15M
II. Considering the Internal Control Structure.
A. Definitions and Basic Concepts..........................................  16M,17M,18M
B. Understanding and Documenting the Structure.................. 19M,20M,21M,22M
C. Assessing Control Risk........................................................  23M,24M,25M
D. Testing Controls...................................................................  26M,27M,28M,29M,30M,31M,32M,33M,34M,35M
E. Other Considerations............................................................  36M,37M,2
III. Obtaining Evidence and Applying Procedures.
A. Audit Evidence.....................................................................  38M,39M,40M,41M,42M,43M,44M,45M,5
B. Tests of Details of Transactions and Balances.................... 47M,48M,49M,50M
C. Other Specific Audit Topics................................................. 51M,52M,53M,54M,55M,56M,57M,58M,4
D. Review and Compilation Procedures..................................  46M,59M,60M
IV. Preparing Reports.
A. Reports on Audited Financial Statements...........................  61M,62M,65M,66M,69M,71M,72M,73M,74M,
75M,76M,77M,86M,87M,88M,89M,90M
B. Reports on Reviewed and Compiled Financial
Statements.......................................................................  78M,79M,80M,81M
C. Other Reporting Considerations..........................................  63M,64M,67M,68M,70M,82M,83M,84M,85M
Index
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Index
Accounting & Reporting—Taxation, Managerial, and Governmental and Not-for Profit Organizations— 
Content Specification Outline
I. Federal Taxation — Individuals.
A. Inclusions in Gross Income.................................................  1M,2M,3M,4M,5M
B. Exclusions and Adjustments to Arrive at
Adjusted Gross Income.................................................... 6M,7M
C. Deductions From Adjusted Gross Income..........................  8M,9M,10M,11M,12M,13M
D. Filing Status and Exemptions..............................................  14M
E. Tax Accounting Methods..................................................... 15M
F. Tax Computations, Credits, and Penalties...........................  16M,17M
G. Other.....................................................................................  18M,19M,20M
II. Federal Taxation — Corporations.
A. Determination of Taxable Income or Loss..........................  2
B. Tax Accounting Methods.....................................................
C. S Corporations.................................... .................................  21M,22M
D. Personal Holding Companies..............................................
E. Consolidated Returns........................................................... 23M
F. Tax Computations, Credits, and Penalties...........................  24M
G. Other.....................................................................................  25M
III. Federal Taxation — Partnerships, Estates and Trusts, and 
Exempt Organizations.
A. Partnerships............................................................................ 26M,27M,28M,29M,30M,31M
B. Estates and Trusts..................................................................  32M,33M
C. Exempt Organizations...........................................................  34M,35M
IV. Managerial Accounting.
A. Cost Estimates......................................................................  36M
B. Budgeting.............................................................................. 37M
C. Capital Budgeting.................................................................  38M
D. Cost-Volume-Profit Analysis................................................ 39M
E. Process and Job Order Costing..............................................40M,42M
F. Standard Costing..................................................................
G. Joint and By-product Costing..............................................
H. Cost Allocation..................................................................... 41M
I. Performance Measurement...................................................43M,44M,45M
J. Inventory Control Techniques.............................................. 46M
K. Analytical Methods and Procedures.....................................  47M,48M,49M,50M
V.  Accounting for Governmental and Not-for-Profit Organizations.
A. Conceptual Reporting Issues................................................ 51M,52M,53M,54M
B. Accounting and Financial Reporting for
Governmental Organizations............................................  55M,56M,57M,3
C. Accounting and Financial Reporting for
Not-for-Profit Organizations............................................ 58M,59M,60M
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Index
Financial Accounting & Reporting — Business Enterprises — Content Specification Outline
I. Concepts, Standards, and Financial Statements.
A. Conceptual Framework........................................................ 1M,2M
B. Basic Concepts and Accounting Standards......................... 3M,2
C. Nature and Purpose of Financial Statements...................... 4M,5M,6M,7M
D Financial Statement Presentation and Disclosure................ 8M,9M,10M,11M
II. Recognition, Measurement, Valuation, and Presentation of Assets 
in Conformity With Generally Accepted Accounting Principles.
A. Cash, Cash Equivalents, and Marketable Securities..........  12M,13M
B. Receivables, Accruals, and Related Contra Accounts......... 15M,16M
C. Inventories............................................................................  4
D. Property, Plant, and Equipment Owned or Leased and
Related Contra Accounts................................................  17M,18M
E. Investments...........................................................................  19M
F. Intangibles and Other Assets...............................................  20M
III. Recognition, Measurement, Valuation, and Presentation of
Liabilities in Conformity With Generally Accepted Accounting Principles.
A. Payables and Accruals..........................................................  21M,22M
B. Deferred Revenues...............................................................  23M
C. Deferred Income Tax Liabilities.........................................  24M
D. Capitalized Lease Liability.................................................  25M,26M
E. Employee Benefits...............................................................  27M,28M
F. Notes and Bonds Payable..................................................... 29M,30M
G. Other Liabilities...................................................................
H. Contingent Liabilities and Commitments........................... 3
IV. Recognition, Measurement, Valuation, and Presentation of Equity 
Accounts in Conformity with Generally Accepted Accounting Principles.
A. Corporations.........................................................................  14M,31M,32M,33M,34M
B. Partnerships..........................................................................  35M,36M,37M
C. Proprietorships.....................................................................  38M
D. Reorganizations and Changes in Entity..............................  39M
V. Recognition, Measurement, and Presentation of Revenues and Expenses 
in Conformity With Generally Accepted Accounting Principles.
A. Revenues and Gains.............................................................  40M,41M,42M,43M,44M
B. Expenses and Losses............................................................  45M,46M,4,5
C. Provision for Income Taxes.................................................. 47M,5
D. Other Items...........................................................................  48M,49M,2
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Financial Accounting & Reporting Business Enterprises — Content Specification Outline (cont.)
VI. Other Financial Accounting and Reporting Issues.
A. Statement of Cash Flows...................................................... 50M
B. Consolidated and Combined Financial Statements............. 55M,56M
C. Business Combinations........................................................ 51M,52M
D. Personal Financial Statements............................................  53M
E. Financial Statements Prepared on Other
Comprehensive Bases...................................................... 54M
F. Financial Statement Disclosures.........................................  57M,3
G. Constant Dollar, Current Cost, and Current-Value
Accounting.......................................................................  58M,59M
H. Analysis of Financial Statements........................................  60M
Index
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FUTURE UNIFORM CPA EXAMINATION DATES
1994 — November 2,3
1995 — May 3,4
November 1,2
1996 — May 8,9
November 6 ,7
1997 — May 7, 8
November 5 ,6
1998 — May 6,7
November 4,5
1999 — May 5,6
November 3 ,4
2000 — May 3,4
November 1,2 
2001— May 2,3,
November 7, 8
2002
2003
2004
2005
May 8, 9 
November 6, 7 
May 7, 8 
November 5 ,6  
May 5, 6 
November 3 ,4  
May 4 ,5  
November 2, 3
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